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DEVELOPMENTS IN THE FEDERAL RESERVE 
SYSTEM 
By OSKAR MORGENSTERN 


| HE extraordinary events in the 
New York exchanges during the 


year 1929 provide occasion for a 
searching examination into the policy of 
the Federal Reserve Board. The more 
direct occasion for such an inquiry is to 
be found in the circumstance that the 
policy of the Board followed certain 
paths which at first were not wholly 
clear; indeed, they were so unintelligible 
as to lend encouragement to the general 
search for a scapegoat which followed 
the market crash. What could be 
more readily available as solely respon- 
sible for the debacle than the system 
of banks of issue—although some 
ingenious individuals even tried to 
place the blame, at least in part, on the 
Bank of England, and others on the 
pending but at that time not yet 
accomplished American tariff act, etc. 

There is, unquestionably, a vital 
interest in actually discovering the 
underlying conditions of the events of 
1929. These conditions naturally are 
many and diverse; their operations, 
furthermore, have been so fundamental 
and so far-reaching as to concern 
America deeply and they have pro- 


foundly affected the whole of Europe. 
One has a right, therefore, to ask 
whether some other behavior or proce- 
dure among the determinative persons 
or elements of the situation might not 
afford the assurance in the future that 
no such debacle as that of 1929 shall 
again occur. We shall concern our- 
selves here solely, however, with the 
Federal Reserve System and one aspect 
of its discount policy. 


The Unique Position of the Federal 


Reserve System 


There are two bases upon which 
the merits of any discussion of the 
present state of affairs may be made 
especially clear. First, one must recall 
once again the commanding financial 
position of the United States, which is 
generally acknowledged in the more 
penetrating literature of the past few 
years. But the experiences of the 
last decade, especially as shown by the 
American researches in the law of 
business cycles, have also disclosed! 
that the business destinies of the 
various individual nations of the world 
~ 1 See, e.g., Business Annals. 
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are intimately dependent on each other. 
Other nations of the world have an 
intense interest in learning the most 
potent characteristics which must be 
taken into account in order to under- 
stand the deep-rooted tendencies in the 
financial development of the United 
States, and especially do these foreign 
countries find it necessary to take into 
account the American system of banks 
of issue or reserve banks. 

The second major basis upon which 
to build an understanding of the situa- 
tion is to be found in the fact that in 
America, in contrast to other nations, 
such as Germany, the policy of banks 
of issue assumes relatively an even 
greater importance than it does in 
Europe, because of the very fact that 
an intentional governmental interfer- 
ence in the ebb and flow of business, or 
the subjecting of business to govern- 
mental influence, is far rarer in America 
than it is in Europe. The Federal 
Reserve System, which now permits the 
Board to initiate such interferences, 
represents, in a variegated relationship, 
a point of view which in Europe sails 


under the colors of state business 
policy. But the relative absence of 
such policies in America generally 


makes the actions of the Board just 
that much more significant. The Fed- 
eral Reserve System has, in order to 
accomplish its purposes during its rela- 
tively brief existence, already made 
use of very effective means and meth- 
ods, which—like the purposes they serve 
—often depart far from the provinceofa 
normal central bank policy. 

It is not the purpose of this article 
to portray the situation on the New 
York Exchanges whereby the year 
1929 unquestionably will ever be re- 
membered as an exceptional year in 
financial history. Leaving aside the 
other events of that period—for example, 








the impetuous expansion of brokers’ 
loans, the tremendous influx of Euro- 
pean money upon the New York 
market, etc.,—this article proposes to 
examine the intrinsic policy of the 
whole Federal Reserve System as wel] 


as that of the New York Bank. 


Irrationality of Federal Reserve Policy 


One knows well enough how con- 
fusing the ideas are as to whether the 
New York Reserve Bank should or 
should not have increased the discount 
rate several months prior to the roth 
of August, 1929, at least to the extent 
that it pursued this policy subsequent 
tothat date. Such a policy might have 
provided for a slower and therefore 
easier liquidation of the inflated ex- 
change values. One knows that the 
policy of ‘“‘warnings” and intermit- 
tent announcements of “sharp mieas- 
ures” which, however, were constantly 
being delayed, failed to achieve any- 
thing. One also knows that the inten- 
tion prevailed to throttle undue market 
speculations without at the same time 
jeopardizing agricultural and industrial 
credit. According to a dispassionate 
judgment, which incorporates the bank- 
ing practices of other lands where the 
central bank system has had a longer 
history, and which also gives thought 
to the teachings of economic theory, 
the whole procedure appears as quite 
unintelligible and irrational; and espe- 
cially so because one of the leading 
functionaries of the New York Bank, 
the distinguished W. R. Burgess, ex- 
pressed the correct view: “(The Re- 
serve System) cannot restrict loans on 
the Stock Exchange and at the same 
time encourage loans to the farmer.””? 
Two years after this was written, the 
Federal Reserve Board attempted to 


? Burgess, W. R., The Reserve Banks and the Money 
Market, p. 181. 
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do the very thing which one of the fore- 
most members of the System had 
previously declared to be impossible. 
Must not these proceedings be regarded 
as irrational? 

There remain the following possi- 
bilities: this irrationality may be only 
apparent, for the organization of Ameri- 
can banks of issue differs in many 
respects from the types hitherto known. 
Assuming that banking practice has 
value only with respect to the latter, 
and that theoretical generalizations 
are valid only for them, it is, then, 
indeed thought provoking and a prob- 
lem of the first magnitude whether the 
previously developed criteria of central 
bank policy can be applied to the 
Federal Reserve System or not. For 
one faces here not only differences in 
theory as regards banks of issue, but 
also the fact that the underlying devel- 
opment of the American commercial 
banking system departs radically from 
the strongly centralized banking organi- 
zation of Europe. 


The Federal Reserve System: 
Ideal and Actual 


If one examines this problem or tries 
to give a satisfactory answer to this 
difficult question, one must observe cer- 
tain fundamental methodological con- 
siderations: one must not only give 
due consideration to the empirical data, 
but one must also operate only with 
such assumptions as are in strict accord 
with the actualities.* If one observes 
the Federal Reserve System in the 
light of such considerations, one is 
struck by the fact that the System 
which is expressed in the Charter, and 
the System which we find in actual 
practice, are two different things; one 


* This part of the article appeared in the Deutsche 
Volkswirt, September 27, 1929, in a similar article 
by the author. 


would be guilty of a major fallacy if 
one attempted to make the schematic 
System, written into the Federal Re- 
serve Act, the sole basis of his observa- 
tions. For there is no doubt that the 
Federal Reserve System, as we find 
it today in actual practice, and the 
System which found expression in the 
Charter, arenotthesame. It has tobe 
asked whether the divergence of the 
present system from the original idea 
must have arisen as the result of ne- 
cessity and because of the persistent 
pressure of unforeseen changes. The 
problem is therefore twofold: 1. Do 
these disarrangements, supposing them 
to be unavoidable, necessitate a change 
in the Federal Reserve Act? and 2. Are 
they in harmony with the general pur- 
pose of giving to the United States a 
unique central banking system pecul- 
iarly adapted to its needs, or do they 
frustrate such a purpose? 

Surely one does not believe that these 
structural changes already referred to 
are manifest, however plausible they 
may be made. The relative volume 
of business of the New York Bank is 
obviously of striking magnitude, and 
this in point of fact is one of the most 
significant causes about which the 
argument of this paper will concern 
itself. The other events are such, 
however, as to be more or less occult: 
relations among functionaries—rather 
perhaps among functions, for the per- 
sons who perform these functions 
are relatively unimportant—and new 
practices, which have actually come to 
constitute the policy of the entire 
system. 

Twelve contiguous reserve banks, 
with equal authority and with the 
broadest autonomy, and a Federal 
Reserve Board, which would oversee, 
unite and harmonize the policies of 
these several banks; this was the idea 
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back of the Federal Reserve System. 
The governors of the several reserve 
banks, who are chosen by the banks 
themselves, were to represent the banks 
and to determine and evaluate their 
local needs and interests. The Federal 
Reserve agents, who are also ex officio 
“chairmen of the boards of directors,” 
were to be appointed by the Federal 
Reserve Board at Washington and 
were to represent the Board, the central 
bank and the national point of view, 
whereby the unity of action of all the 
banks was to be safeguarded. ‘This 
meant that the Central Board at 
Washington was assigned a large réle, 
and it is easy to understand why the 
Board was very anxious to keep and 
extend this position. It was shortly 
to be quite otherwise, however. 


The Role of the Federal Reserve Agents 


The Board could not be deprived of 
its formal rights. ‘Thus, every change 
in the discount rate in any of the 
twelve district banks had to receive 
the formal sanction of the Board; and 
through the expediting or delaying 
of such measures it would be and has 
been able to exercise a considerable 
amount of power. An utterly un- 
expected development, however, was 
that the agents, appointed by the 
Board, and intended as representatives 
of the Board to exert a friendly opposi- 
tion to the particular bank over which 
they presided, began gradually to veer 
about and no longer regarded them- 
selves as delegates of the central board 
at Washington. These agents began, 
instead, to regard themselves as mem- 
bers of the several district banks and 
to appropriate to themselves, together 
with the governors, all functions per- 
taining to the bank. Nay more, they 
actually began to set themselves in 











opposition to the Board. The Bank; 
themselves began to reach out slowly 
to one another, their common task; 
and “‘common experience” providing a 
basis for direct understandings that 
were being established more readily 
than were the understandings between 
the Central Board and the severa| 
banks. For the Central Board was one 
step removed from the actual events— 
and more subject to political influences 
than any of the Reserve banks. 

The Board viewed these events with 
apprehension and adopted the peculiar 
theory of “the strong man,” 1.¢., nom- 
inated only especially well-qualified 
and capable agents, who were entrusted 
with the intentions of the Board and 
who went to work with the commend- 
able point of view of carrying out the 
project of permanently extending the 
position of the Board among the banks. 
But the result was the same, for the 
agents continued to place their dis- 
trict banks uppermost and to relegate 
the interests of the Board to the back- 
ground. Inasmuch as this occurrence 
was repeated again and again, and 
since the assigned persons were among 
the most capable bankers in the 
United States, one may rightly detect 
in this an inevitable necessity: the 
of the empirical events and the stress 
power of practical over the letter of 
the law. 

One cannot believe that there was 
present here evidence of any sort of 
overt malignity or hostility—occasional 
discords are bound to occur—or of 
any sort of “palace revolution.” But 
certain changes, the significance of 
which one dare not underestimate, how- 
ever trivial they may appear to some, 
developed within the original structure 
with typical Anglo-Saxon smoothness 
and flexibility which, for many public 
institutions in England and America, 
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DEVELOPMENTS IN THE FEDERAL RESERVE SYSTEM 5 


are the guarantee of permanent integrity 
and practical efficaciousness —even if 
they give the appearance of the super- 
ficial remains of an outworn substance. 
This is a circumstance which foreigners 
so frequently misapprehend and from 
which many a political blunder has 


arisen. 
The Role of the New York Bank 


The foregoing events, which extended 
over a period of many years, were not 
compatible with the purpose of the 
founders of the Federal Reserve Sys- 
tem, especially as regards the functional 
and psychological relations which were 
intended to determine the safeguards 
and other methods of control in the 
Federal Reserve System. Following 
upon these events, moreover, others 
occurred, also running counter to the 
original intentions regarding the Reserve 
System, at least as one finds them in 
the declared purposes and in the earlier 
writings of men like Parker Willis. 

The provision for twelve regional 
banks, for example, had the avowed 
purpose of breaking the then existing 
predominance of the New York finan- 
cial market and of apportioning bank- 
ing funds throughout the whole United 
States as equitably as possible so as to 
achieve a greater uniformity of the 
regional money rates. America is not 
the only field for the dissemination of 
false economic theories, which fact can 
easily be illustrated in certain Mid-west 
farming districts. Even in New York 
itself one may find professional econo- 
mists who have become enmeshed in the 
mercantilist fallacy of “‘keeping the 
money athome.” Obviously, however, 
some other method or point of view 
must have prevailed throughout bank- 
ing circles, for it was not a mere accident 
that New York has come to play a 
predominant financial réle in the United 





—" 


States; and had this city itself not done 
so, then some other money market 
would have had to play the réle of 
being the major reservoir of the 
national reserve. The studies of Allyn 
Young have made this matter partic- 
ularly clear; just as he was also the 
first actually to perceive the new inter- 
relationships of the American bank- 
ing system which are here referred to 
merely in outline. 

One need no longer subtilize over 
the leadership of the New York Bank. 
This Bank holds more than 35% of all 
reserves held by the entire system, 
more than 40% of all deposits, and 
the percentages of holdings in other 
items are similarly weighty. As far 
as foreign exchange is concerned, the 
New York Bank alone has any 
significance; a foreigner has little inter- 
est in any modifications of the discount 
rate of Dallas or of Atlanta or even of 
Chicago, but every European financier 
knows well enough that he must reckon 
with the New York Bank rate. In 
any country, even though it be as large 
as the United States, there is always 
only one point of contact between its 
money market and the money centers 
of foreign countries. No amount of 
jealousy on the part of the West or 
Middle West can change the circum- 
stances of this fact. 

Allegations of a possible financial 
emancipation from such central bank 
dominance, and other similarly nice 
things pertaining thereto (how famil- 
iar this sounds to us foreigners!), re- 
main hopelessly unsound. Views such 
as these have also been extended to 
other parts of the banking situation 
and have up to the present time made 
impossible a reasonable solution of the 
branch banking problem in America. 
It is worthy of note only that the 
Board itself has for some time ac- 
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knowledged this leadership of the New 


York Bank. This one acknowledg- 
ment, to which the Board soon 
became accustomed, was in_ itself 


significant enough, for it represented 
the most noteworthy departure in 
practice from the original plan of the 
Federal Reserve System. 


Board Policy versus Bank Policy 


The much-discussed “open-market 
operations,” which are no less impor- 
tant than the discount policy itself, are 
of significance only in the New York 
market. However, they concern not 
only the New York Reserve Bank, 
but are controlled by a committee on 
which five Federal Reserve Banks 
and the Board are represented. One 
assumes, without other knowledge, that 
there the New York Bank policy 
supplies the key-note, because it knows 
the local market conditions as no 
other bank can or does. If the Gov- 
ernor of the Bank happens to be a man 
of the calibre of Benjamin Strong, 
then no other leadership is necessary. 
He stamped his influence on the whole 
system, and, as long as he was alive, 
the policy of the system had a higher 
grade of unity and knowledge of pur- 
pose than during the year 1929. His 
death gave an opportunity to the Board 
again to occupy the foreground of the 
scene, and the result was a conflict 
between the two points of view, which 
found an illustration in the frequently 
unintelligible policy of the year 1929. 
For months—from March to August— 
the Board refused the ever-renewed 
requests of the New York Bank for an 
increase in the discount rate and 
forced it, in order to resist the specula- 
tive tendencies on the exchanges, to 
adopt the trifling expediency of “‘ warn- 
ings”” which obviously had no other 


effects than to undermine still furthe; 
the diminishing respect which the public 
has for the policy of some central banks. 
But these “measures” were themselves 
counteracted by Washington, inasmuch 
as the Secretary of the Treasury—who, 
moreover, belongs ¢x officio to the 
Federal Reserve Board !—in spite of all 
this and at the same time kept talking 
about an unbroken and unbreakable 
prosperity. ‘These are symptoms of a 
serious struggle, which certainly was 
not terminated by the too tardy in- 
crease in the discount rate on August 
10, 1929. 

There is accordingly a distinction to 
be made between the policy of the New 
York Bank and the policy of the 
Board. The Bank desired to raise the 
discount rate peremptorily (and would 
certainly have undertaken still further 
drastic steps), with the clear under- 
standing of the problems involved, and 
certainly also with full insight into 
their interrelationships, which Burgess 
has formulated in his statement already 
cited. But the Board—and here cer- 
tainly political influences and _ con- 
siderations played a large part—ran 
directly counter to the principles dic- 
tated by banking experience and by the 
teachings of economic theory. What 
the policy of the New York Bank had 
earlier passively permitted to happen 
as irrational, was not the policy of 
the Bank at all, but it became the 
positive policy of the Board, and 
thus a presumed irrationality became 
nothing other than the rationality 
of politicians. 


Conclusion 


In spite of all differences in the 
development of the American theory 
of banks of issue from the previously 
known existing types, the same criteria 
of central-bank policy hold alike for 
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it as well as for the Banque de France 
or for the Reichsbank. All developing 
tendencies in the Federal Reserve Sys- 
tem point in that direction, and inas- 
much as they have exhibited such a 
persistent character, one could see in 
the events leading up to the year 1929 
only one episode. One could not fail 
to draw a lesson therefrom. 

Other issues between the Board and 
the Banks are inevitable and even 
necessary. In the face of the enormous 
significance of the New York market 
for the whole world, one hopes for a 
final authentic and early clearing-up of 
the contradictions. It is at the same 
time a matter of indifference what 
legal form this situation may take: 
whether the Federal Reserve Act will 
have to be thoroughly overhauled or 
whether the above-mentioned Anglo- 
Saxon method of handling the situation 
makes such an alteration unnecessary. 
In the interests of the financial markets 


oa ee 





DEVELOPMENTS IN THE FEDERAL RESERVE SYSTEM 7 


of the whole world, it is to be hoped that 
the maxims of the American discount 
and credit policies may orient them- 
selves to the experiences of trustworthy 
bankers and may hold themselves free 
from the counsels of well-meaning but 
fantastic and political heads. Such 
eventual statutory alterations as are 
necessary are matters of indifference— 
so long as the New York Bank, because 
of the very consciousness of the abso- 
lute inevitability of its position of 
leadership, be not made more depen- 
dent on the government, an eventuality 
which would be bound to affect directly 
the money and capital markets of the 
whole world. Furthermore, any such 
action would run counter to the modern 
tendency in banking, whereby central 
banks of issue are given a_ place 
as little dependent upon the state as 
possible. Such action is, therefore, 
as improbable as it would be unwel- 
come and ungratifying. 








WAR PLANNING AND INDUSTRIAL 
MOBILIZATION 


By A. B. QUINTON, JR. 


thought of warfare mainly in terms 

of the military, that is, of fighting 
man-power and the results of battle. 
This false premise, supported as it was 
by the utterance of a high official that 
“a million men would spring to arms 
overnight,” gave us a feeling of security 
to which we were not entitled. It is 
practically true that our country did 
and can again through the draft raise 
an army of fighting men overnight. 
But who would wish to be within 
earshot of this multitude when it 
asks vehemently, ‘When do we eat?” 
and ‘Where are the tools with which 
we fight?” 

These questions introduce the all- 
important time factor in meeting an 
emergency thrust upon us. Thanks 
to our Allies who furnished us with 
munitions until American-made prod- 
ucts were available, these inquiries 
were not too embarrassing in 1917-18. 
However, what thoughtful nation can 
afford to place dependence upon the 
recurrence of such lucky circumstances 
in the unknown future emergency? 


The Mobilization of Industry for War 


All military students of preparedness 
recognize and all thoughtful citizens 
should understand in this age of mech- 
anized warfare, where the equipment 
of organizations and materiel expendi- 
tures per man have reached such 
great proportions, that industrial activ- 
ity more than fighting man-power is 
the determining factor between success 
and failure of a military effort. 


Price to the late War the country 











The facilities of government arsenals 
and of the few remaining specialized 
munitions and supplies manufacturers 
cannot begin to supply our war needs, 
so that the problem of munitioning 
is affected with a public interest to 
the extent that all citizens must tackle 
the problem, not as an adventure but 
as a serious public duty. 

The stressing of the time factor in 
procuring munitions is among other 
factors justified by the more economical 
use which can thereby be made of 
government funds. Unless peacetime 
planning is undertaken, the next emer- 
gency will find us in the same state of 
unpreparedness with its consequent 
delays, confusion, and waste that was 
experienced in 1917. In April of that 
year there was, literally speaking, an 
influx of American industry to Wash- 
ington. All wished to contribute their 
“bit” to the great enterprise, moti- 
vated by patriotism and enlightened 
self-interest we may concede, but many 
among them were not immune to the 
prospect of an easy war dollar. 

To sort out these manufacturers, 
giving to each the kind of work for 
which his inadequately surveyed facil- 
ities were best fitted, and then later 
to dicker over contract terms meant 
not only uneconomical utilization of 
facilities but also, and of greater import, 
a delay of from three to six months 
in starting production. 

If the country is content with this 
sort of mismanagement it will have to 
pay the price in the carrying of large 
reserve stocks of munitions to bridge 
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the gap between M-day (mobilization 
day) and the time when materiel, 
delivered under such delayed contracts, 
-; sufficient to meet the army’s needs. 

Considering the thousands of items 
required and their high rate of obso- 
lescence due to constantly improved 
design, sound business policy dictates 
emptier shelves and better provision 
for early war production by qualified 
manufacturers. Such is the War De- 
partment policy now in force, and it 
is the purpose of this article to explain 
the method by which peacetime pro- 
curement planning may effect the end 
sought. 

Under the law the Assistant Secre- 
tary of War is charged with the “‘super- 
vision of the procurement of all military 
supplies and other business of the War 
Department pertaining thereto, and 
the assurance of adequate provision 
for the mobilization of materiel and 
industrial organizations essential to 
wartime needs.”” This is a big order. 
One cannot readily appreciate the 
magnitude of this imposed responsi- 
bility. Visualize a merger of all the 
half-billion-dollar corporations of the 
country, double or treble their capitali- 
zation, their production, sales, distribu- 
tion and managerial problems, and if 
one man were made responsible for the 
conduct of this gigantic enterprise we 
should have to acknowledge him to be 
the manager of the most extensive 
organization of history. The Assis- 
tant Secretary of War’s responsibility 
under the new law is analogous to that 
of the hypothetical corporation head 
cited. 


The Procurement Plan 


Effectively to carry out the statutory 
provision cited, it is necessary that 
the Assistant Secretary of War secure 
the cooperation of American industry. 





Such cooperation implies willingness 
to assist in peace-time procurement 
planning and in the prosecution of 
work during the emergency and later 
to aid in the return to normal industrial 
activity. The smoothness of passing 
through the two transition periods, 
entering war and leaving it, is of as 
vital importance to industry as is the 
emergency situation. 

To supervise the preparation of pro- 
curement plans and to coordinate them, 
the Assistant Secretary has established 
in his office a Director of Procurement 
and a Planning Branch composed of 
officers detailed from the different 
Supply Branches! of the Army. Al- 
though a few procurement plans have 
been prepared directly by the Planning 
Branch—such, for instance, as those 
for power, labor and transportation— 
preparation normally is a function of 
that Branch which is charged with the 
duty of that particular procurement; 
and the primary function of the Assis- 
tant Secretary is to supervise and 
direct the Supply Branches in their 
planning work. These Branches them- 
selves make the contacts, collect the 
data, and prepare the plans. The 
Assistant Secretary sees that these 
plans are in adequate detail, that they 
are in harmony with other procurement 
plans, and that the problems likely 
to arise in war are considered and 
properly solved. 

The basic idea of the procurement 
plan, in the attempt to reduce the time 
needed to reach quantity production, 
is decentralization. To this end the 
country has been divided into fourteen 
Procurement Districts, in each of which 
each Supply Branch may have a Dis- 
trict Chief, a civilian who is familiar 





1QOrdnance Department, Medical Department, 
Quartermaster Corps, Signal Corps, Chemical War- 
fare Service, Corps of Engineers, Air Corps. 
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with the problems of producing or 
procuring military supplies and who 


is also familiar with the commercial 
and industrial activities in his District. 
Each Chief receives a dollar a year for 
his service. He may in some instances 
have a Reserve Commission, so that 
he would be called for active duty as 
an officer of the Army in the event of 
an emergency. 

The fourteen districts are located 
with headquarters in Baltimore, Bir- 
mingham, Boston, Bridgeport, Buffalo, 
Chicago, Cincinnati, Cleveland, De- 
troit, New York, Philadelphia, Pitts- 
burgh, St. Louis, and San Francisco. 
To each of the District Chiefs is 
assigned a Regular Army officer as 
executive assistant. There are also 
assigned to the District Office reserve 
officers who are fitted by their industrial 
experience, and in some cases by their 
experience in the last War, to be called 
to active duty in an emergency as 
assistants to the District Chiefs. 

Through this decentralized set-up 
each industrial agency which must 
contribute to the effort has direct 
contact with an office whose personnel 
is known in the District and who has 
knowledge of the industrial problems 
of the locality. 





Design and Specifications 


There are certain steps indicated in 
procurement planning which will now 
be described briefly in their logical 
sequence. The first of these is the 
design or description of materiel and 
supplies which are best suited to mili- 
tary needs. The decision in respect 
to the types of guns, ammunition, 
airplanes, food, clothing, etc., needed 
is in the hands of the General Staff, 
but the using services, such as Infantry, 
Artillery, and Cavalry, must first have 
tested the suitability of the materiel 


for use by their troops, and next the 
Assistant Secretary of War must pass 
on the acceptability from a procure. 
ment standpoint. 

Having designed in the Supply Bran- 
ches the noncommercial materials, such 
as guns and ammunition, and having 
designated the commercial items used 
in warfare, the next step is to tell 
the producers what is wanted. This in- 
formation is conveyed to them through 
specifications or descriptions prepared 
in sufficient detail to enable a manu- 
facturer to produce exactly the article 
required by following the instructions 
given. 

The responsibility for the prepara- 
tion of specifications rests primarily 
with the Supply Branch and, in cases 
where more than one Branch is author- 
ized to procure an article, with the 
Branch primarily interested in the 
development or having paramount in- 
terest in the supply of the article. 

The established procedure when com- 
pleted assures the Assistant Secretary 
of War that: 

a. Approval of type has been secured. 

b. All procurement questions have 
been reviewed by a Specifications Board 
of Review in the preparing Branch 
and the specification follows commer- 
cial lines as far as possible. 

c. The specification has also been 
submitted to industry, and the view- 
point of the manufacturer carefully 
considered. 

d. If based on a United States 
Government Master Specification, it 
is in accordance therewith. 

e. All interested Supply Branches 
have been consulted as to contents 
and there is no unnecessary duplication 
of existing specification. 

f. Custodianship is properly deter- 
mined and details of form, classifica- 
tion, efc., are correct. 

















g. Information has been compiled 
as to the amounts of strategic materials 
‘nvolved and reference has been made 
to the proper commodity committees 
for advice and information. 

In connection with the design and 
specification work realization must be 
given to the fact that the work is of 
an ever-continuing nature. Progress 
in the improvement of military designs 
goes hand in hand with American 
industrial progress or even precedes it 
in many instances. Today the bulk 
of military materiel used in the World 
War is obsolete. To keep abreast of 
the times appropriations have been 
made and should continue to be made 
available for the necessary military 
research, which is as essential to the 
army as the corresponding activity 
is to such companies as the General 
Electric and American Telephone and 
Telegraph Companies. When wartime 
production once starts, the War De- 
partment policy should be to decline 
to make any major design change, 
since interruptions of manufacturing 
occasioned thereby might disrupt the 
plans formulated for the supplies of 
our troops. 


Requirements 


One of the most essential steps in 
procurement planning is the computa- 
tion of requirements. Lack of knowl- 
edge of requirements was one of the 
serious defects in the procurement 
of supplies in the World War. The 
purpose of this computation is twofold 

not only to determine requirements 
so that an ample supply of each item 
will be available to meet the mobili- 
zation rate but also to prevent over- 
production, especially of commercial 
articles, such as resulted in the excess 
_— of many items in the World 

ar. 
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In a strictly military sense, require- 
ments are the computed needs in 
material of all kinds necessary to meet 
a military plan laid down by the 
General Staff. Industrial war planning 
does not cease, however, with the 
determination of requirements for fin- 
ished articles and the methods of 
procuring these articles. It is neces- 
sary to carry the analysis further, so 
as to obtain accurate knowledge of the 
materials and services needed to pro- 
duce the primary requirements. Con- 
sequently we must distinguish between: 

a. Direct or primary requirements, 
which are the items of issue of military 
supplies, and 

b. Indirect or secondary require- 
ments, which include (1) services, such 
as power, labor, transportation, and 
(2) supplies, such as raw materials, 
machine tools, semi-finished articles, 
etc., which are needed for the fabrica- 
tion of direct requirements. 

Supplies needed by an Army may be 
classified into three categories: 

a. Individual equipment, or that 
issued to and used by the individual 
soldier, such as pistols, shoes, first-aid 
packets, etc. 

b. Organization equipment, or that 
used by the organization as a whole, 
such as 75mm field guns, radio sets, 
trucks, etc. 

c. Non-organizational or miscellane- 
ous equipment, such as shelter, store- 
houses, communications, etc. 

It is hardly pertinent in this study 
to describe the general methods of 
computing requirements. Suffice it to 
say, though, that such requirements 
can be calculated precisely for any 
specific military plan based upon the 
number of troops engaged in a particu- 
lar theatre of operations. 

However, it is not practicable to 
prepare procurement plans and submit 
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them to industry for each individual 
war plan developed by the General 
Staff. A compromise has accordingly 
been reached by which the procurement 
plan is based upon a War Department 
General Mobilization Plan, which pre- 
sumably represents a maximum effort. 
It must be understood, however, that 
there will necessarily be a recomputa- 
tion of requirements after the outbreak 
of war. At that time a definite 
strength plan and a definite theatre of 
operations will provide data for the 
recomputation of requirements. 


Apportionment and Allocations 


After the calculation of requirements 
the first step in the decentralized 
procurement plan is then taken. 

The distribution of requirements is 
based upon estimates of manufacturing 
capacity of each district and is intended 
to prevent concentration of orders in 
any particular area. Proper appor- 
tionment should diminish the migration 
of labor, difficulties of transportation, 
and power shortages, all of which 
added immeasurably to the difficulties 
of procurement in the World War. 

As an illustration of the process, 
let us assume that the Quartermaster 
Corps needs 35,000,000 pairs of shoes 
for the first twelve months of a major 
war. Froma knowledge of the location 
and distribution of the shoe indus- 
try, and for various other considera- 
tions, the Quartermaster General ten- 
tatively apportions the load to the 
various districts capable of manufac- 
turing shoes for each month of the 
period from M-Day to M plus twelve 
months. The assumed figures of ap- 
portionment are indicated in the follow- 
ing table, which shows how the total of 
35,000,000 pairs of shoes is to be 
obtained: 


Procurement District No. 1....... 11,500,000 
Procurement District No. 3....... 5,300,000 
Procurement District No. 5....... 1,100,000 


Procurement District No. 7....... 400,000 
Procurement District No. 9....... 2,200,000 
Procurement District No. 10....... 800,000 
Procurement District No. 12....... 5,600,000 
Procurement District No. 13....... 7,000,000 
Procurement District No. 14....... 1,100,000 

Ben cciinavcintenh ieeuial 35,000,000 


The geographical distribution of shoe 
requirements is a typical example of 
the method of apportionment. Re- 
ports from the District Chiefs, which 
either confirm the estimates made by 
the Chief of Branch or show insufficient 
manufacturing facilities to meet the 
load imposed, are later forwarded to 
the Supply Branch Headquarters. In 
the latter case modification is necessary 
and new apportionments must be made 
until the entire load is finally taken 
care of to the best interests of all 
concerned. 

In the case of many non-commercial 
articles, the procurement objective can 
not be met either with existing facilities 
or with existing facilities plus the new 
facilities which could be constructed 
within a period of twelve months. 
In such a case only a suitable war 
reserve will meet requirements of the 
combat troops in the early months of 
war. 

Allocation of facilities, the next step 
in procurement planning, is made by 
the office of the Assistant Secretary of 
War. The allocation involves a deci- 
sion in general to set aside a facility 
for the use of one particular Supply 
Branch in procurement planning or, in 
exceptional cases, for the joint use of 
two or more Branches. 

The allocation of facilities is con- 
sidered one of the most important 
functions in procurement planning. It 
narrows the field of conflict between 
the different Branches to those facili- 
ties which are jointly allocated, elim- 
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‘nates the necessity for an elaborate 
priority system of orders, prevents 
competition in prices, reduces to a 
minimum the emergency coordination 
of procurement in war by the President, 
and provides an equitable and flexible 
distribution of war orders so that 
production may follow most speedily 
and reconstruction follow readily with- 
out the evil aftermath of war. In brief, 
a complete liaison is being built up 
between the Branch Chief and the 
individual facilities assigned to him. 


Plant Surveys 


The approved requisition for the 
allocation of a facility is the authority 
for the District Office to make a 
physical inspection or survey of the 
facilities allocated. It is in this that 
the first working contact between rep- 
resentatives of private industry and 
the military takes place, since the 
actual survey is usually made by the 
regular army personnel of the District 
Officer’s staff. If the facility is found 
to be particularly adapted to the 
requirements of his branch, accepted 
schedules of production are placed 
and factory plans are developed to 
the extent required to ensure meeting 
the schedule on time. 

In this connection it should be 
noted that consideration is given to 
the type of product manufactured 
by the plant facility required. If the 
product is of a type that is non- 
essential to civil or military use, the 
probability of unprofitable operation 
for civil demand dictates utilization 
of the entire plant capacity by the 
Government in wartime. 

On the other hand, it is the policy 
to request only 50% of plant capacity 
when the wartime output of a com- 
pany may be used to satisfy both 
military and civil requirements. By 
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this method the company’s task of 
rehabilitating itself in industry, on its 
return to a peace basis, is facilitated 
by the retention of its normal distrib- 
uting facilities. 

The Branch making the survey is 
responsible for collecting data of such a 
nature that in case the facility proves 
unsuitable for its own use, it will be 
in a position to tell what the plant can 
produce and to advise as to the best 
use to be made of it. The purpose of 
this provision is to prevent the several 
Branches from approaching industrial 
organizations at different times, thus 
annoying and antagonizing them. 

When a Branch has completed the 
survey of a facility allocated to it and 
finds that it is not suitable for its 
needs, the local representatives of other 
Supply Branches are notified with a 
view to having a Branch desiring the 
facility submit a request for transfer of 
allocation. 

So far as is consistent with the organ- 
ization of industrial plants, the policy 
of the War Department is to allocate 
only the main office, and such an alloca- 
tion includes all subsidiaries. Excep- 
tions to this are necessary with those 
plants controlling several subsidiaries, 
each of which in turn controls other 
operating plants. Where such con- 
ditions exist, provided objection is not 
raised by the main office or plant, 
the policy is to allocate the main office 
of the subsidiary, and such an allocation 
will include all of the operating plants 
of a subsidiary. 

A joint allocation is the assignment of 
a facility for the common use of two or 
more Supply Branches or for the com- 
mon use of the Army andthe Navy. It 
is the policy of the Office of the Assis- 
tant Secretary of War to reduce the 
number of joint allocations and au- 
thorize ther only under extraordinary 
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circumstances. 
allocations at the present time, there 
are approximately 300 joint allocations. 


Expansion of Facilities and Factory 
Plans 


For the procurement of non-com- 
mercial items required largely by the 
Ordnance Department, Air Corps, 
and Chemical Warfare Service it is 
impossible to find facilities able to 
produce, without extensive alteration, 
these purely military articles; conse- 
quently plans must be made for the 
conversion of existing plants, includ- 
ing the necessary dies, jigs, and all 
machinery, even to the secondary re- 
quirements necessary for operation. 
These plans are called factory plans 
and must be made before the com- 
pletion of specific procurement plans 
covering many of the most important 
items to be procured. 

From the standpoint of procurement 
planning the factory plan may be 
defined as a written instrument showing 
the method of procedure to be followed 
in producing the supplies covered by 
an accepted schedule of production 
placed by the War Department with 
a facility. 

The supply program based on the 
War Department General Mobilization 
Plan is of such magnitude as to make 
it certain that existing industry will 
require expansion and conversion to 
meet the new demand. It requires 
no argument to prove that new con- 
struction should be limited to the 
necessary minimum and that, wherever 
possible, existing facilities should be 
converted rather than new ones created. 
A great many very interesting problems 
are encountered in this line of approach. 

A few of these problems are listed 
below: 

a. Determination of where existing 


Of more than 17,000 


industry falls short of being able to 
supply requirements, and the duration 
of such shortage. 

b. Determination of what industries 
can be converted successfully to the 
manufacture of military supplies and 
a study of what is needed in machinery, 
labor, power, and new construction 
to make the conversion. 

c. Determination of what steps 
should be taken with regard to less 
essential, non-convertible industries to 
prevent their starvation during the 
emergency. 

d. Determination of what new con- 
struction projects are absolutely neces- 
sary; to study how such construction 
is to be done, how paid for, and what 
is to become of it after demobilization. 

e. Determination of what steps 
should be taken, if any, to control 
civilian non-war construction, procure- 
ment of construction materials and 
plant. 

f. Commodity studies in construc- 
tion materials. 

g. Determination of minimum re- 
quirements for different types of build- 
ing. Studies of types of temporary 
construction that can be built cheaply 
to last only a few years. 

h. Study of building and fire codes 
to determine how far such codes might 
be modified in war without serious 
injustice to local interests. 

i. Studies relating to fire insurance, 
real estate, storage of parts, raw mate- 
rials, etc., not ready for delivery to 
depots. 

The solution of many of these ques- 
tions must wait until more factory 
plans have been completed by the 
Supply Branches. Efforts have been 
directed largely to functional and com- 
modity studies and to the consideration 
of the method of control over the 
Branches in time of war and the 
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relations which should exist between 
construction officers and officers from 
the using Branch. 


Commodity Studies 


Another important activity carried 
on by the office of the Assistant Secre- 
tary of War is the study of over So 
commodities essential to war needs. 
The function of the commodity com- 
mittees, one for each commodity, is 
to inform themselves in detail of the 
situation in regard to their particular 
commodity and to make a constant 
study of the changes relating thereto. 

The studies are based upon the 
detailed requirements of each Supply 
Branch, and the Committees consider 
carefully the consolidated War Depart- 
ment requirements in connection with 
estimates of other requirements, such 
as naval, civilian, etc., from the avail- 
able resources and estimate the ex- 
tent of the difficulty, if any, that 
would be experienced in meeting these 
requirements. 

In performing their functions Com- 
modity Committees determine the rela- 
tive urgency of military demands, 
establish contacts with trade asso- 
ciations, manufacturers, engineering in- 
stituces, civilian experts, other depart- 
ments of the Government, and any 
other agencies necessary to a complete 
solution of the many different phases 
of the problem of ensuring an adequate 
supply of all materials required for a 
military program. 

In addition to the work of the 
Commodity Committees studies are 
made currently of strategic raw mate- 
rials essential to the prosecution of a 
war, which cannot be procured in sufhi- 
client quantities from domestic sources 
and for which no satisfactory domestic 
substitutes have been found. 

A list of such materials has been 


assigned for study, but the devel- 
opment of substitutes for strategic 
raw materials, changes in manufac- 
turing processes, the location of new 
domestic sources of supply, and possible 
changes in the method of warfare 
may cause the list of these materials 
to change from year to year. 

The procurement plan for each stra- 
tegic raw material contains a study of 
possible foreign and domestic sources 
of supply and also of the possibility 
of initiating or stimulating domes- 
tic production. In the preparation 
of these plans advice is sought from 
various Government agencies, such as 
the Bureau of Mines, the Bureau of 
Foreign and Domestic Commerce and 
the Bureau of Standards in the Depart- 
ment of Commerce, the Department of 
Agriculture, the Department of the 
Interior, as well as private corporations 
and experts. 


Railroad Transportation and Power 


The transportation systems of the 
country are developed solely for the 
needs of commerce and industry in 
peace. Political considerations make 
it impossible to do much toward ad- 
justing these facilities to the war load 
prior to the outbreak of war. The 
difficulties which may be expected to 
arise are: 

a. Lack of adequate terminal fa- 
cilities. 

b. Shortage of equipment. 

c. Improper distribution of equip- 
ment. 

d. Improper use of equipment and 
terminal facilities. 

e. Bottle-necks causing congestion. 

The War Department is studying the 
causes of these transportation problems 
and is preparing plans to avoid their 
recurrence in the future. 

The War Department must be pre- 
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pared to make the best use of existing 
railroad facilities and is adjusting all 
procurement plans with that purpose 
in view. In particular, new facilities 
should be located so as to call for 
minimum changes in existing sidings, 
junctions, trackage, etc. Procurement 
agencies, too, are being impressed with 
the necessity of conservation in the 
use of transportation equipment and 
facilities and of following established 
commercial practices and rules wherever 
possible. 

For each schedule of production 
accepted by the industrial producer 
an estimate is made of the power 
required to produce each item and a 
statement furnished of the available 
sources of energy. With this definite 
information power requirements can 
be consolidated by cities and power 
zones matched against present capaci- 
ties. Special attention is given to the 
assurance that no part of the country 
receives an industrial load in excess 
of the central-station and transmission 
capacities. 


Labor 


The functions of war planning in 
connection with the utilization of labor 
in war are limited to an assurance of 
the availability of labor, both skilled 
and unskilled, for the production of 
supplies required by the army. To 
this end, studies are being made to 
determine: 

First, the requirements of labor, both 
in numbers and in kind, for the pro- 
duction of finished items and of the 
raw materials from which these are 
fabricated. 

Second, the distribution of labor, 
both in numbers and in kind, in the 
various industrial areas of the United 
States. 

Third, the means by which industrial 


cooperation between management and 
labor in the production of the Army’s 
supplies may best be secured. 

In connection with the labor study 
it is to be noted that there is at present 
no standard terminology of occupa- 
tional classifications in the United 
States. The same occupational des- 
ignation calls for different qualifications 
in different localities, and conversely 
the same class of labor is given different 
classifications in different localities. 
Changes and improvements in methods 
of manufacture have to a large extent 
broken down divisions between differ- 
ent trades, and there has been a con- 
sequent merging. In other cases en- 
tirely new and highly skilled occupa- 
tions have been developed. This has 
been notably true in the aircraft indus- 
try. The situation is further compli- 
cated by the fact that in many cases 
both the United States Civil Service 
Commission and the Bureau of the 
Census have arbitrarily assigned to 
certain occupations names which do not 
conform to those used either in industry 
or by the labor unions. 

An attempt is being made to bring 
into being a standard terminology in 
occupational designations that will be 
recognized both by all Government 
agencies and by industry. While it 
probably is too much to hope that 
complete and country-wide uniformity 
will be attained, a material improve- 
ment can be made. 

Without these labor studies there is 
danger that some industrial areas will 
be overloaded with war production 
and that others will be underloaded. 
When this condition occurs, the alloca- 
tion of facilities must be changed to 
fit existing conditions or there must be a 
considerable migration of workers when 
war production is undertaken. The 
latter condition must be avoided when- 
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ever possible in order to avoid atten- 
dant evils, of which wasteful trans- 
portation of workers and the creation 
oft ,1ew housing facilities are only two. 


Personnel Training 


In addition to the officers of the 
Supply Branches who have specialized 
experience in the design and production 
of non-commercial material, others hav- 
ing special procurement training are 
required. 

This latter type of training, carried 
out under the direction of the Assistant 
Secretary of War, at the present time 
consists of: 

1. The Army Industrial College for 
the training of regular officers. 

b. Courses, for a limited number of 
Regular Army officers, at graduate 
schools of business administration of 
recognized standing. 

c. Courses of instruction for reserve 
officers in the planning branch of the 
office of the Assistant Secretary of War. 

The Army Industrial College was 
organized in February, 1924, for the 
purpose of training Army officers in 
the useful knowledge pertaining to the 

supervision of procurement of all mili- 
tary supplies in time of war and of 
insuring adequate provision for the 
mobilization of materiel and indus- 
trial organizations essential to wartime 
needs. The course lasts for a period of 
ten months. The method of training 
is by the solution of problems designed 
to develop initiative and individual 
thought and research, followed by 
committee problems on more detailed 
phases of the work. Each solution 
is presented in conference and is dis- 
cussed from all view-points. The work 
of the instructors permanently assigned 
to the school is supplemented by 
lectures by the best available civilian 
and military authorities. 


An officer graduated from a business 
school is available for assignment to 
procurement work as an _ instructor 
in the Army Industrial College, to 
planning work in the office of the Assis- 
tant Secretary of War, or as anexecutive 
assistant to a District Chief. In the 
last-mentioned duty the officer is in 
daily contact with industrial producers. 
Fundamentals learned in the business 
school help him better to speak the 
business-man’s language, which factor 
promotes a quicker and sounder under- 
standing of the mutual problems of the 
military and private industry. 

The training of reserve officers is 
conducted in the Assistant Secretary 
of War’s office and covers a two-weeks’ 
period. The course includes lectures 
by officers of the Planning Branch on 
their own specialties and a considerable 
amount of investigation by the re- 
serve officers of industrial conditions. 


Conclusion 


The war planning as described herein 
has been under way for several years, 
and it is pertinent now to inquire 
about the success of the effort as applied 
particularly to the contact with indus- 
try in the acceptance of schedules of 
production. 

This question admits of but one 
answer: the periodic reports from Dis- 
trict Chiefs show the whole-hearted 
support given to the project. This 
is a natural consequence, however, 
because American industry is largely 
in the hands of business men who 
actually took part in or observed closely 
the conduct of the Great War. We 
may expect their continued support, but 
as the older men leave the picture to be 
replaced by a younger generation having 
less war experience, the War Department 
must stimulate unceasingly the interest 
of industry in this big undertaking. 














THE STATE AND ITS SUBDIVISIONS 
AS MEMBERS OF BUSINESS CORPORATIONS 


By PIERRE JOLLY 


, ‘HERE are fashions in political 
economy just as there are fash- 
ions in music, in literature, in 

painting, and in practically every do- 
main of human activity. It is an error, 
in fact, to think that style alone arouses 
the artistic manifestations of intelli- 
gence. Art by its very nature, of course, 
offers fashion a favored field of action, 
but science also is subject to fashion’s 
influence. 

No doubt doctors sometimes recom- 
mend medicines having no virtue other 
than that of being “in style.” The 
“doctors” of the economic health of a 
country, that is, its executives and legis- 
lators, frequently follow this same prac- 
tice. As proof of this we need only 
note the tendency which has mani- 
fested itself in Europe and especially 
in France since the end of the War, the 
tendency of one or more governmental 
administrative units within a given soci- 
ety to associate with purely private 
companies in the management of a 
particular business enterprise. 

It is a fact that in most of the nations 
of the world the State and, in general, 
all public administrators are usually 
very poor industrial managers and per- 
haps even worse merchants. Business 
enterprises managed by the Government 
or by public administrators, whether 
national or local, are seldom in a flour- 
ishing condition. Indeed, in a healthy 
economic structure such enterprises 
have no reason for existing. Where 
they do exist, they are symptomatic 
of an exceptional state of affairs, that 
is, one in which there has been failure or 
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manifest incapacity on the part of pri- 
vate initiative or where the superior 
interests of society evidently require 
such control. The management of a 
business enterprise by the Government, 
or by one of its political subdivisions, is 
justified only when the general interest 
plays so considerable a réle as to rele- 
gate the private interests to a subordi- 
nate place. In other words, public 
administration of a business enterprise 
is not suitable to activities where quick 
decisions must be made or where techni- 
cal developments, variations of the 
market, price changes, and the many 
other continual transformations neces- 
sary to production play a leading rdle. 

Companies operated by government 
agencies usually have low output per 
dollar invested and high unit operating 
costs. It is precisely because these 
enterprises are tainted by this kind of 
endemic malady that the “doctors,” 
who are charged with the care of the 
economic health of different European 
countries, have offered to treat the sit- 
uation by suggesting the latest fashion 
in remedies. 


Cooperation of State and Private Parties 
in Business Enterprises 


Some have thought that the best way 
to answer the advocates of public 
ownership of business enterprises is to 
invite private interests to cooperate in 
their management. According to this 
arrangement, instead of intrusting the 
task of exploiting an enterprise exclu- 
sively to the national or local govern- 
ment, a company would be formed and 
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would be controlled jointly by govern- 
mental units and private interests. In 
this way, it is hoped that a balance may 
be attained between the social advan- 
tages which the public administration 
of a business enterprise may present 
and the more certain advantages of 
private initiative. As a consequence, 
also, the State and other public ad- 
ministrations would be called on to 
participate with private enterprises 
in financing and managing other 
undertakings. 

Such is the remedy, the critical anal- 
ysis of which will be deferred to a 
later part of this paper. We may ob- 
serve here, however, that one could 
easily assume that the arrangement 
could as well serve other purposes as 
those already mentioned. It might in 
effect be regarded as a substitute for 
present financing methods: the State or 
local administrative unit might aid 
private enterprises affected by the 
public interest, such as railroad and 
water transport, distributors of electri- 
cal energy, and municipal transporta- 
tion services. In France these enter- 
prises often receive aid in money or in 
kind from the State, or even guaranties 
of interest payments, enabling them to 
secure more readily the capital neces- 
sary for theirdevelopment. Instead of 
furnishing aid in this manner, the Gov- 
ernment or local municipality fre- 
quently supplies a part of the capital 
of a public-utility company and receives 
stock in exchange, at the same time 
being represented on the board of 
directors of the company. In short, 
the arrangement serves not only to con- 
vert the enterprises otherwise managed 
exclusively by the public agency into 
semiprivate companies, but it also per- 
mits the substitution of direct participa- 
tion in their administration for the 
otherwise simple supervision of private 


enterprises performing services of pub- 
lic interest. In both cases the domi- 
nant idea remains the same: a desire to 
create a sort of harmony between two 
opposed economic principles, or to 
establish a situation intermediate to 
them. 

It is only since the War that the idea 
of this new form of economic activity 
has been launched in France. All the 
laws which introduced the principle of 
state and other public administrative 
units as stockholders and directors of 
joint-stock companies, were passed sub- 
sequent to 1918. The first and most 
important legislative measure in France 
dates from 1919. The State, the de- 
partments, and the communes are 
permitted to subscribe a part of the 
capital of enterprises engaged in devel- 
oping hydraulic energy and to receive 
stock as evidence of their participation 
in the industry. It has been antici- 
pated, since that time, that the capital 
of the companies interested in the 
management and utilization of the 
hydraulic energy of the Rhone River, 
for example, would be divided among 
the public administrations of the Par- 
isian region, the company of the Paris- 
Lyons-Mediterranean Railroad, and 
private groups. So, likewise, the char- 
ter of the company controlling the 
system of transportation of the district 
including Paris and its environs specifies 
that the Department of the Seine has 
the right to subscribe to the increases in 
capital of the company. Analogous 
principles figure in the law relative to 
the hydraulic management of the Dor- 
dogne, as well as in divers projects 
relating to the exploitation of the 
potash mines of Alsace, of the railway 
systems of the State, of the tobacco 
monopoly, and so on. 

All the projects which have faced the 
possibility of a participation in the 
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holding of stock by the State and other 
public administrations, have naturally 
reserved for each of these social groups 
the right to be represented on the 
boards of directors. Such provisions 
have been sanctioned by law. In 
certain cases, with a view to assuring 
the State of a representation as favor- 
able as possible, even the creation of 
fictitious capital has been resorted to. 

Not only the State and local adminis- 
trative units, but also divers semi- 
public organizations have the right to 
be stockholders and directors of the 
companies. Several laws and projects 
bestow analogous rights on the various 
chambers of commerce of France. For 
this reason, it is not without interest to 
observe some of the most characteristic 
traits of the French chambers of 
commerce. 


Organization of French Chambers of 
Commerce 


The principle of public representation 
in commercial and industrial interests 
in France is a very old one. It was 
under the reign of Henry IV that this 
principle was first adopted. In the 
year 1601, there was created la Chambre 
Supérieure de Commerce, situated in 
Paris, and this was in 1616 reorganized 
under the name of Chambre de Com- 
merce Général; Colbert in 1664 changed 
it into the Conseil de Commerce du 
Royaume. As early as 1700, various 
cities obtained charters authorizing the 
creation of their own chambers of 
commerce. At the outbreak of the 
Revolution there were ten of these in 
France, the most active being located at 
ports, where they were very progressive 
and exercised important prerogatives. 

The suppression of chambers of com- 
merce followed the suppression of cor- 
porations in 1791, but their usefulness 
was such that they gradually formed 


again; their existence was legally rec- 
ognized in 1803, at which time there 
were thirty-one, including the one at 
Paris. During the nineteenth century 
they increased in number and power. 
At the present time France has 143 
chambers of commerce, grouped in 
twenty economic districts, the Chamber 
of Commerce at Paris being by far the 
most important. 

The composition of the French cham- 
bers of commerce is unique, being quite 
different, for example, from that of the 
American chambers of commerce. The 
powers of the chambers of commerce in 
France are determined by law, their 
existence, attributes and _ functions 
being strictly regulated. The most 
outstanding consequence of this regula- 
tion relates to the juridical qualifica- 
tion of the French chambers of 
commerce. In France, chambers of 
commerce are called établissements 
publics, and they have an official status 
which is one of their most distinctive 
features. 

French manufacturers and merchants 
are, of course, allowed to form corpo- 
rate groups in order to protect their 
respective interests. ‘These groups re- 
semble somewhat the trade associa- 
tions of the United States; but these 
organizations, which are very numerous 
in France and which generally bear the 
name chambres syndicales are essentially 
private in character. The prerogatives 
of chambers of commerce place them on 
a different plane; these prerogatives are 
three in number and relate to the elec- 
tion of members, the financial endow- 
ment of the chambers of commerce, and 
the administration of their various 
services. 

The members of the chambers of 
commerce are elected. Since 1908 the 
electoral college has been composed 
of all heads of businesses upon which 
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taxes have been levied for at least five 
years. Membership is divided between 
large and small industries on the one 
hand and large and small trades on the 
other. ‘The number of members varies 
according to the importance of the 
particular chamber of commerce; there 
can be no less than nine nor more than 
twenty-one, except at Paris where there 
are forty members. ‘The members are 
elected for six-year terms and they may 
be reelected indefinitely. The elections 
take place under the supervision of the 
State and with the consent of the 
departmental! and municipal govern- 
ments. 

The second, and not the least of the 
prerogatives of the chambers of com- 
merce, concerns their financial endow- 
ments. Most of their resources are 
derived from taxes provided for, along 
with the ordinary expenses of govern- 
ment, by a supplemental tax levied by 
the townships and departments, princi- 
pally on manufacturers and merchants. 
Accordingly, the chambers of commerce 
are assured regular funds. They can 
also be authorized to borrow funds to 
provide for expenses of any unusual 
character, and borrowing is often re- 
sorted to when any new project is 
undertaken. ‘The budgets of the cham- 
bers of commerce are submitted to the 
Minister of Commerce for approval, 
and their accounts are audited by him. 
It is, therefore, obvious that the govern- 
mental authorities keep in close touch 
with the French chambers of commerce. 

French chambers of commerce pos- 
sess a third and very important pre- 
rogative resulting from their official 
character. They have the power of 
eminent domain, that is, the power to 

‘A department is an administrative subdivision of 
the national government. France is at present 
livided into ninety departments, each under the 


authority of a préfet nominated by the Minister of the 
interior. 
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take property for a necessary public 
use, with reasonable compensation. 


Public Activities of the French Chambers 


of Commerce 


We can see from these few brief 
observations that the French chambers 
of commerce are almost on the same 
footing as public administrative bu- 
reaus. ‘Their organization is, therefore, 
in striking contrast to that of American 
chambers of commerce. One might 
ask if the advantages which the French 
chambers derive from their financial 
character do not deprive them of free- 
dom of action. Are not the French 
chambers of commerce organizations 
essentially bound to the State, are they 
not simply assemblies receiving their 
orders from the Government, and may 
they not be without courage to express 
their own views on questions relating 
to industry and commerce? It would 
be a mistake, however, to conclude that 
the French chambers of commerce do 
not enjoy so much freedom of action as 
do those in England and America. It 
is curious that the two systems, organ- 
ized so differently, achieve practically 
the same result. 

The French chambers of commerce 
work as wholly independent units, 
with precise knowledge of economic 
conditions. To be entirely convinced 
of this fact, it is necessary only to re- 
view their recent history and to observe 
the important part which they have 
played in the economic development of 
France during the past twenty years. 
As we have observed, they are ab- 
solutely independent official bodies with 
consulting and administrative func- 
tions. Not only do they advise the 
Government on industrial and com- 
mercial matters, but they enjoy the 
right of considerable initiative. They 
are permitted to expound their views on 
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the possibility of increasing prosperity 
in industry and trade and to suggest 
changes in industrial and commercial 
legislation. ‘They advise also on many 
other subjects, including import duties 
and transportation rates. ‘These con- 
sulting and advisory functions are of 
the utmost importance and they apply 
equally to questions of interest to the 
departments and to the communes 
within their territorial jurisdiction. 
Thus, the advice of the chambers of 
commerce must be sought with respect 
to the advisability of public works to be 
undertaken in their jurisdiction. 

In addition to their consulting func- 
tions, the chambers of commerce have 
administrative functions. This duty 
is another distinctive feature of French 
chambers of commerce. According to 
the law which regulates them, the 
chambers, provided they are authorized 
by the Minister of Commerce so to do, 
have the power to set up and operate 
establishments useful to business, such 
as central warehouses, intermediate 
depots, wharves, silk- and wool-testing 
stations, permanent exhibitions, com- 
mercial museums, business and trade 
schools, and courses for the dissemina- 
tion of commercial and industrial in- 
formation. The number of services, 
public and private, which they can 
institute and operate is limitless. 

It is interesting to note that during 
the War the chambers of commerce 
were able to relieve the national Gov- 
ernment, the departments, and the 
communes from a number of their 
duties, and to aid, so far as the law 
permitted, in the national defense. 
At the very outset of hostilities, under 
the conditions laid down by the Gov- 
ernment, they even issued paper money 
to supply the shortage of coinage. 
They were likewise charged with the 
duty of distribution of coal for in- 


dustrial and commercial purposes. 
Throughout the War the Government 
was materially aided by the chambers 
of commerce in the floating of loans. 

It can be seen from the foregoing that 
the French chambers of commerce are 
very active. ‘Their services increase in 
proportion to the various developments 
in industry and trade. 


Educational Projects 


Industry and commerce live not 
alone on material means. It is not 
sufficient to fashion the tool; the spirit 
of the user must also be manipulated. 
The challenge of exigencies, the unceas- 
ing novelties in production, the in- 
culcation of the faculty of adaptation 
and of the suppleness of judgment, and 
other methods of previsioning progress, 
all are necessary to those who wish 
to be not merely instruments of change 
but also controllers of the situation. 
Goethe said, “I know of no mind that 
should be broader or more cultivated 
than that of a tradesman.” 

It is to the credit of the French 
chambers of commerce, particularly 
of the Paris Chamber, that they recog- 
nized very early the importance of 
technical training, which they are now 
fostering with great success in all the 
commercial schools. While endeavor- 
ing to effect a constant improvement in 
the standards of technical teaching, the 
chambers of commerce not only provide 
industry and commerce with persons 
best fitted to assist them with intelli- 
gence and skill in their efforts, but they 
also accomplish a great deal from a 
social point of view. 

Constructive efforts made in all 
branches of technical teaching by the 
Chamber of Commerce at Paris deserve 
special mention. Its first care was to 
remedy the dearth of apprentice train- 
ing, which exists in France as well as in 
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other countries. For this purpose a 
department of vocational guidance was 
created, where medical clinics and 
technical advisers assist parents in the 
choice of trades for their children. In 
addition to this service of vocational 
guidance the Chamber of Commerce at 
Paris has in less than ten years founded 
fourteen technical schools where chil- 
dren learn trades and leave the work- 
shops as skilled mechanics. There are 
schools for most of the trades, including 
paper manufacturing, bookbinding, 
printing, leather manufacturing, gar- 
ment-making, embroidery, cabinet- 
making, jewelry trade, silversmith’s 
and locksmith’s trades, etc. The 
Chamber has also established schools of 
salesmanship, including three commer- 
cial schools with an enrolment of more 
than 1,300 students, a high school of 
applied commerce and industry with an 
enrolment of 800, and a girl’s commer- 
cial school with an enrolment of 500. 
The activities of the Chamber of 
Commerce at Paris do not stop there, 
however. In 1930, it decided to open a 
Centre de Préparation aux Affaires to 
crown, so to speak, its work of commer- 
cial teaching. It gives me especial 
pleasure to state that subsequent to a 
mission to the United States, on which 
| had the honor to be sent, the Chamber 
of Commerce of Paris, impressed by the 
excellence of the methods used at the 
Graduate School of Business Adminis- 
tration at Harvard University, decided 
to create this new school at Paris. 
Subject, of course, to the adaptations 
necessary to apply it to the French 
situation, the Centre de Préparation aux 
Affaires will function under conditions 
similar to those at the Graduate School 
of Business Administration, the case 
system of teaching being used almost 
exclusively. A Bureau of Business 
Research has been working for several 
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months preparing the necessary case 
material. We firmly believe that the 
resulting constant cooperation between 
the Paris Chamber of Commerce and 
Harvard University will strengthen the 
many bonds which unite France and 
the United States. 


The Theory of Economie Mixte 


In addition to the above-mentioned 
activities, several projects have enlisted 
the attention of chambers of commerce; 
for example, participation in the secur- 
ing of the capital and in the administra- 
tion of public services and of public 
utilities. Thus it happened that in 
1921 the Commission charged with 
studying the reorganization of the 
railroads of the State proposed to 
intrust to the chambers of commerce as 
well as to the chambers of agriculture 
the tasks of cooperating with a certain 
number of private organizations to 
secure the capital of the new company. 
In 1925, the Minister of Finance and 
the Minister of Commerce invited the 
President of the Board of Directors 
of the Banque Nationale Frangaise du 
Commerce Extérieure to form a company 
having for its purpose the management 
and administration of a central office 
dealing in “term exchanges.” Partici- 
pation in the firm capital was to be 
reserved to the banks, their agents and 
exchanges, and to the chambers of 
commerce. 

What must we think of the procedure 
which consists in associating, in a single 
company, such very different constit- 
uent organizations? If the point in 
question were only to associate cham- 
bers of commerce and private groups, 
the system could be defended. But 
the situation does present serious legal 
difficulties, especially in regard to the 
juridical character of the chambers of 
commerce. However, most of the busi- 
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nesses engaged in furnishing public 
services have learned to expect the 
participation of political institutions 
such as the State and the communes; 
hence the psychological and_ social 
opposition, which would ordinarily be 
expected to appear, has been reduced 
to a minimum. 

The formula which directs the estab- 
lishment of the companies of this sort 
proceeds from what has been called 
économie mixte. At first glance the 
idea appears tempting, since, by uniting 
public bodies and private enterprises in 
a single company, apparent opposites 
are reconciled by providing the con- 
necting link between two conflicting 
economic conceptions. In __ reality, 
however, the idea is only a matter of 
appearance, a question of outward 
show. The chambers of commerce 
have well understood that and have 
generally shown little enthusiasm with 
regard to this form of combination of 
public and private activities. 

Furthermore, the consequent activi- 
ties run up against serious juridical 
difficulties, only the most important 
of which we can mention in detail. 
Who would give the State the authority 
to acquire stock—the legislature or the 
administrative government? At what 
maximum percentage would one fix the 
amount of participation of capital in 
each company to be allotted to the 
State or to the communes, that is to 
say, to the purely political organisms? 
How would the State be represented on 
the board of directors? As for these 
representatives, could they be recalled 
directly at the request of the company? 
Would they be personally responsible 
for the administration of the company, 
and under what conditions? 

But the juridical difficulties, impor- 
tant as they are, are inconsiderable 
beside the dangers of an economic 


order which such a system engenders, 
One may say, in fact, that basically 
it is only a new insidious form—and 
even more dangerous-—of state control, 
a step toward socialism. Experience 
has shown also that private capital is 
reluctant to combine with political 
organizations in the same company. 

In France most of the companies 
organized on the principle of économie 
mixte either have been unable to func- 
tion or have encountered grave diffi- 
culties. Although it may be difficult 
to forecast with exactness, it does seem 
that without a fundamental reorganiza- 
tion of the Government of the country, 
the system of économie mixte will 
diminish in extent, or at any rate will 
remain stationary. 


Evaluation of the Theory 


Few European’ countries have 
escaped the fashion of économie mixte. 
What is the source of this social experi- 
ment? Where does it come from ex- 
actly? It was in Belgium, then in 
Germany, that the first companies were 
founded on the principle of économie 
mixte. In Germany, especially, this 
system has been used for the develop- 
ment of gas and electric enterprises in a 
number of municipalities. But the 
case of Germany is not convincing, be- 
cause it has always favored municipal 
socialism. Moreover, one finds exam- 
ples of companies of the same sort 
in Austria, Roumania, and in Russia. 
Before the failure of the system of 
concessions for attracting foreign capi- 
tal in Russian industry, the Soviets 
decided in 1921 to resort to the forma- 
tion of sociétés mixtes as a compromise 
with their extreme socialistic principles. 
“As long as the Revolution has not 
become established in the other coun- 
tries, we shall be obliged to make sacri- 
fices,”” Lenin had said. And so the 
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formula of économie mixte had appeared 
to the Soviet government to be only a 
formula of hope. A few companies 
were created with the contribution of 
German, English, Dutch, American, 
and Polish capital. All in all, in 
Russia these companies have played 
only an insignificant réle, however. 
fhe reason for this check has been 
suggested by a Russian newspaper: 
“The very form of sociétés muixtes 
contains in itself some contradictions 
incompatible with productive work; 
hey endeavor to unite capitalists and 
communists; now, whichever view one 
takes, one sees economic and commer- 
cial problems from an entirely different 
int of view...’ Exactly so: the com- 
pany of économie mixte contains “‘in itself 
ntradictions incompatible with pro- 
ductive work, ” and this observation does 
not apply to Russian companies only. 
Does that mean, therefore, that the 
proper procedure is henceforth always 
to refuse to consider the possibilities 
of the system and that it is best under 
all circumstances to refuse to the State 
and to public administrations the right 
to be stockholders in business enter- 
prises? Not at all. One must not 
forget that this process has permitted 
the Government of Sweden to safe- 
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guard the national interest in the 
exploitation of the beds of iron ore in 
Lapland and thus prevent the inter- 
vention of foreign interests. It is 
equally true that, thanks to this proce- 
dure, the British Government partici- 
pates in certain national companies, 
such as the Cunard Steamship Line, and 
in some international companies, such 
as the Suez Canal and the Anglo- 
Persian Oil Companies. One might 
recall also that the German Govern- 
ment has considered this method as a 
means of guarding the control of the 
Deutsche Werke of Spandau, important 
factories specializing in the manufac- 
ture of munitions for war. In these 
various examples, however, the partici- 
pation of the State as a member of 
business corporations is practiced only 
under exceptional circumstances and 
in an occult way. 

The method can present, especially 
from a political point of view, appreci- 
able advantages. But it would be 
dangerous to promote systematically 
the infiltration of the State and public 
administrations in private enterprises, 
even in the case of public utilities. 
There are innocuous fashions and reme- 
dies without dangers. But such is not 
the case with économie mixte. 





THE MERCHANDISING OF IDEAS 
By MARVIN BOWER 


on an officer of a company making 

arc lights, health-ray lamps for use 
in doctors’ offices, and kindred prod- 
ucts. At that time all the health-ray 
lamps were so expensive that they were 
owned by only a limited number of doc- 
tors. Mr. Knox presented to the officer 
of the company an idea whereby he 
believed that the company could greatly 
expand its market. His plan was to 
develop a health lamp which could be 
sold at a price that would make it avail- 
able to the average home owner. He 
further suggested that, by the use of 
proper advertising of the therapeutic 
value of the rays which are similar to 
those of the sun, a new market for the 
lamps could be opened. 

Mr. Knox stated that if this idea 
should be adopted by the company 
and should result in increased sales, 
he expected to be paid a fair price for 
the idea. The officer with whom he 
spoke made no promise as to payment, 
but agreed to consider the suggestion. 
Some time later the company an- 
nounced a new sun-ray lamp for use 
in the home and began advertising 
it extensively. Mr. Knox demanded 
payment for his idea, but was refused, 
on the ground that the idea was not 
new and that all that he had done was 
to make a mere suggestion. Mr. Knox 
then consulted an attorney, who ren- 
dered an opinion that the law gave no 
right of action. As time went on, the 
lamp company’s sales increased tre- 
mendously, because of the fad for all 
sorts of health devices which swept 
the country at that time. 


an time ago Frank Knox' called 


1 Fictitious name. 





Mr. Knox might have obtained some 
protection for his idea if he had 
developed and patented a lamp. He 
had preferred, however, to attempt 
to sell his idea to a company equipped 
to do the developmental work rather 
than to spend time and money develop- 
ing a lamp, securing a patent on it, and 
selling the patent. 


What is a Business Idea? 


Business men are constantly con- 
ceiving plans whereby their own or 
some other business may make more 
money. If the idea involves the man’s 
own business, no question of selling is 
involved; he expects his reward in 
advancement or in more profit. But 
when a man conceives a plan whereby 
some other business may make money, 
there is no incentive for him to deliver 
it to the company unless he can secure 
payment for it. If there is no way 
for him to sell the idea, he will usually 
say nothing about it, and society will 
be the loser. A method for selling 
ideas which are not patentable should 
stimulate creative thought and advance 
business. 

There are two general types of 
business ideas: (1) those consisting 
of plans for new products, new ways 
of selling old products, new ways of 
doing business, and the like; and (2) 
those consisting of plans for reorgan- 
izing, consolidating, and refinancing 
companies. ‘The first type is of value 
only to the businesses to which they 
are applicable. The second type may 
be of value to the businesses involved 
but they are usually of greater value to 
investment bankers, who will profit in 
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carrying them out through the sale 
of new securities. Ideas of either type 

result in profits for some one and should 

be salable to those who would profit 

by using them. 

‘No attempt is made here to deal 
with the sale of ideas consisting of 
mere suggestions regarding methods of 
doing business; attempts to make sales 
of that sort would clog the wheels of 
business. But when the idea is of 
real value, and its use will result in a 
sizable increase in profits for some one, 
there is no reason why the creator 
should not attempt to sell it, and there 
is every reason why the user should 
expect to pay for it. 

Three of the main reasons why 
creators of such ideas have failed to 
sell them are the failure to understand 
the nature of the product, the lack 
of protection given to such a sale by the 
law, and faulty merchandising. The 
man with the occasional idea of value is 
usually so anxious to sell it that he 
is careless in its sale, although he 
might be very shrewd in selling a 
piece of special machinery. Yet both 
the idea and the piece of special 
machinery may mean greater profits 
for the purchaser, and the possible 
reward for selling the idea may be 
many times the profit on the piece 
of machinery. 


The Elusive Nature of a Business Idea 


The outstanding characteristic of an 
idea is its lack of tangibility. It can 
be carried in the mind and delivered by 
one person to another by word of 
mouth or by written word, but it can 
never be turned into a thing. Even 
when it consists of a plan for making an 
article that is patentable, it is the 
article itself and not the idea which is 
patented, because if the idea behind 
the article is adopted by some one else 


to produce an entirely different article 
for some other purpose, the patent will 
probably be no protection. This lack 
of tangibility means that the idea 
cannot be controlled except by secrecy. 
As soon as the mere suggestion of an 
idea is given to the prospective pur- 
chaser, it becomes his, and he can pay 
for it or not as he sees fit. Only by 
keeping the idea secret, or by dealing 
with some one whose sense of business 
honor is so high that he will not use 
the idea disclosed to him without 
paying for it, can the originator realize 
on it. The problem of selling becomes 
one either of devising means for en- 
abling the seller to keep the idea 
secret while he makes certain of obtain- 
ing the purchase price or of finding 
a buyer who can be trusted to make 
payment after the idea has been dis- 
closed to him. 

Another difficulty that the seller meets, 
because of the nature of his product, 
is that after he has made the sale the 
idea may prove to be one which the 
purchaser cannot keep for himself. 
In the case of Moore v. The Ford 
Motor Company? the idea which the 
creator tried to sell, but failed to collect 
for, was a new system of instalment 
payments; under this system, some 
of the payments were to be made 
before delivery of the car. The system 
was adopted by the Ford Motor Com- 
pany, but as soon as it was put into 
operation there was no reason why 
other motor companies could not sell 
under the same plan. Some ideas, 
however, are of such a nature that they 
are useful to one person only, as, for 
example, a new method of selling a 
product upon which the purchaser 
has a patent. And there are many 
ideas which, when once carried out 
by the purchaser, cannot be used by 


2 28 Fed. (2d) 528. 
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any one else, as, for example, an idea 
for reorganizing a failing company. 
When the idea cannot be controlled 
by the purchaser, he may protect 
himself by putting it into effect as 
speedily as possible, so that he may 
preempt the field. ‘The merchandising 
of fads illustrates this type of idea. 
The seller must realize that the greater 
the chances of others’ taking the idea 
away from the purchaser, the smaller 
is the price which he can justifiably ask. 

It is a principle of sound merchandis- 
ing that after the purchase of the 
article the buyer should have a feeling 
of satisfaction. In their very nature 
many ideas violate this principle, be- 
cause they are so simple that when the 
buyer of one finds what he has pur- 
chased, he at once has a feeling of 
disgust for not having thought of it 
himself. Although utterly simple, the 
idea may be very valuable to the buyer, 
and it is just that he should pay for 
it. A suggestion for a new and attrac- 
tive package may result in a great 
increase in the sales of a product, 
and yet the idea may be so simple 
that the buyer objects to paying a large 
sum for it. The seller must protect 
himself from this attitude on the part 
of the buyer. 

Another difficulty resulting from the 
inherent nature of the idea is that of 
setting the price to be asked. It is 
hard to determine exactly what the 
idea will be worth to the purchaser 
through an increase in sales or a 
decrease of expense. And there is 
usually no cost upon which he can base 
a price, or, even if it has cost him 
something to develop the idea, the 
development costs will bear little rela- 
tion to the fair price. Since each 
idea differs from every other idea, 
there is no “going rate.”” The method 
of charging what the traffic will bear 





cannot usually be employed because 
it cannot be determined what the 
trafic will bear without knowing by 
what amount the idea will increase 
the buyer’s profits. 


Protection Afforded by the Law to the 
Sale of the Idea 


If the idea takes the form of a process 
of a certain sort,* it may be patented 
and the patent sold. If it takes the 
form of a trade secret, the law will 
prevent its appropriation,‘ and it may 
be safely sold. But the business idea 
usually can not be brought within the 
legal protection afforded to the trade 
secret or patentable process. If the 
idea is reduced to writing, the manv- 
script is protected before publication 
by the common law,? and for a limited 
time after publication by the statutory 
law of copyright. The law has never 
attempted to go beyond this and to 
enjoin, for the benefit of the author 
after publication, the use of the ideas 
contained in his work.’ Since the 
creator of the business idea must show 
his manuscript to the purchaser, and 
since the law will not protect the 
idea contained in the manuscript, the 
law protecting the manuscript is of no 
use to the seller. 

It has been held in a number of cases 
that ideas are not property and that, 
in the absence of contract, legal owner- 
ship cannot be had in them nor pro- 
tection given to them. One of the 
leading cases in this line of authority 


3 It must involve chemical or other elemental action 
or be of a mechanical nature. Jn re Weston, 17 App. 
Div. (D. C.) 431. 

4 Herold v. Heroid China & Pottery Co., 257 Fed. 911 
(U. S. C. C. A., 1919). 

5 Kortlander v. Bradford, i90 N. Y. S. 311, 116 Misc. 
664 (1921). 

®Copyright Act, March 4, 1909 (Comp. Stat. 
9517-24; 9530-54) and amendments. 

7 Haskins v. Ryan, 71 N. J. E. 575, 64 Atl. 436; 
aff’d. 75 N. J. E. 623, 73 Atl. 1118 (1906). 
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is that of Haskins v. Ryan, cited. In 
‘his case one Haskins found himself 
‘» much the same position as the 
hypothetical Mr. Knox. Haskins had 
conceived the idea of uniting the 
companies which now make up the 
National Lead Company. After open- 
ing negotiations with the companies 
to be included in the combination, he 
presented the plan to Thomas F. Ryan 
and asked Ryan’s assistance as a 
capitalist to carry out the idea. Ryan 
proceeded to carry out the plan without 
the assistance of Haskins and made an 
enormous profit, which he refused to 
share with Haskins. Haskins brought 
suit, but recovery was denied. The 
court held that no contract had been 
made between them and that recovery 
could be had on no other basis, because 

had never been held that “mere 
ideas are capable of legal ownership 
and protection.” 

The law protects the possession of 
physical property, no matter how small 
the value, but denies protection to the 
idea, no matter how great the value. 
\We are not primarily concerned with 
the right or wrong of the holdings of 
the courts; our interest is to learn how 
the creator of a business idea, out of 
which some one will make money, can 
make a portion of that money himself. 


Contractual Protection for the Seller 


The court in the Ryan case, while 
holding that an idea created by a 
person is not property and, if divulged, 
may be used by any one without 
compensation, also stated that the 
seller could protect himself by contract. 
In another case® the court said, “‘The 
originator or owner of an idea, trade 
secret, plan or system which cannot 
be sold, financed or used without 


* Hamilton Mfg. Co. v. Tubbs Mfg. Co., 216 Fed. 
491, 404 (1908). 
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disclosure of its value must protect 
himself from disclosure of the secret 
by some contract.” 

Protecting the sale of an idea by 
simple contract of sale is not so easy 
as the courts indicate by their language. 
In at least one case where a contract 
actually was entered into between the 
seller of the idea and the purchaser, 
the courts denied recovery to the 
seller. 

In Masline v. The New York, New 
Haven and Hartford Railroad’ the plain- 
tiff, a baggageman, and the railroad 
orally agreed that he was to furnish 
information of value and that the 
railroad was to pay him five per cent 
of the resulting profits. His suggestion 
was that the railroad sell advertising 
space on the company’s fences and other 
property, an entirely new idea to the 
railroad. The company followed his 
suggestion and made large profits, 
but refused to share them. The bag- 
gageman sued, but was denied recovery, 
on the ground that since the idea was 
not new and therefore not his, there was 
no consideration for a contract. The 
court said, “‘To furnish a consideration 
for a contract of this kind, the plaintiff 
must upon his proposal offer a new idea 
to be protected by the contract, or, 
if the idea is common, he must present 
a specific method of his own for the 
use and application by the defendant 
of the common idea.” The successful 
method of protection must not call 
for much interpretation by the court. 

Interpretation of contracts by the 
courts has also the disadvantage which 
goes with the delay unfortunately mark- 
ing the procedure of most of our courts. 
The seller may have to wait several 
years to get his money if the purchaser 
refuses to pay under the contract. 
And the costs of litigation may be so 


%95 Conn. 702, 112 Atl. 639 (1921). 
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heavy for the seller that he will have 
to give up the suit. This situation is 
particularly likely to occur when the 
seller is an individual and the purchaser 
a wealthy corporation, as is often the 
case. 

When the purchaser discovers the 
nature of the idea which he has 
contracted to buy and decides that 
the idea is not new or perhaps not 
usable, he must either settle with the 
seller or simply refuse to pay and let 
the seller sue him. Such a blind 
contract, with a seller insisting on his 
rights, is so unsatisfactory from the 
purchaser’s point of view that he 
probably will refuse to enter into it. 
Furthermore, if the payment depends 
upon profits, there may be differences 
of opinion about accounting methods 
or about the question of the buyer’s 
utilizing the idea to the best of his 
ability. 

To secure the most protection the 
seller prefers a written contract; but 
if the purchaser refuses to enter into 
one because of its definite stipulations, 
the seller may be forced to rely on an 
oral contract. An oral contract, how- 
ever, has the disadvantage of being too 
indefinite to be satisfactory either for 
the buyer or for the seller. Further- 
more, it is of no value to the seller 
if there is to be a period of more than 
a year during which the value of the 
idea is to be determined, because 
one provision in the Statute of Frauds 
is that a contract which cannot be 
performed within a year must be in 
writing. 

These legal and practical! objections 
to the simple form of contract, which 
has been used without success in the 
recorded cases," make this type of 


10 See also Soule v. Bon Ami Co., 201 App. Div. 794, 
195 N. Y. S. 574, aff'd. 235 N. Y. 609, 139 N. E. 754 
(1923). 
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contract of little use. The reason 
for its lack of usefulness is that it 
is not adapted to the sale of an article 
that cannot be repossessed if payment 
is not forthcoming. 


Merchandising the Idea 


The suggested method for protecting 
the sale of an idea in a market where 
legal protection is needed undoubtedly 
will not cover all situations. It is be- 
lieved, however, that the steps pointed 
out are fiexible enough so that they 
may be adapted to meet the require- 
ments of most sales of this type. 
This method should be considered 
as a tool requiring skillful use and 
different handling in every situation. 
The signing of the sales contract is but 
a small part of making the sale; 
strategy forms a much larger part 
of the transaction. No matter how 
well the seller can protect himself 
in selling his idea, if he fails to mer- 
chandise it skillfully, he will never 
even reach the point of needing legal 
protection for it. Because of the rela- 
tion between the two things, the mer- 
chandising aspects of selling the idea 
must be taken up before the question 
of obtaining legal protection. 

At the outset it should be understood 
that the method suggested will be 
useful in selling only ideas that are 
of substantial value to the buyer. If 
the idea consists merely of a suggestion 
that can be only partly worked out 
by the creator, he should go to an 
executive of the company or firm which 
can use it, tell him what the suggestion 
is, and rely upon his fairness to pay 
what it is worth. 

The creator of the salable idea should 
work it out thoroughly before he 
negotiates at all with the purchaser; 
such a statement hardly seems neces- 
sary, yet frequently a man tries to sell 
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an imperfect idea. Furthermore, in 
preparing the manuscript, he should 
attach importance to fundamentals 
rather than to details; he should formu- 
late the idea so that if the prospective 
purchaser uses it, but with slight 
changes, the purchaser can not claim 
that he is using not the seller’s idea 
but another one. He should label 
details as such and should point out 
that certain things could be done in 
other ways without varying the funda- 
mental plan. 

The selection of the sales prospect 
should then be considered. ‘Too often 
the seller of an idea will attempt to 
sell the prospect closest at hand or the 
first one who occurs to him. Of course, 
if the idea is one which can be used 
by one firm only, then the seller has 
no choice. But if there are several 
companies or investment banks which 
can use the idea, then one should be 
carefully selected on the basis of its 
ability to get the greatest use from the 
idea and of ability to pay the most for 
it, due consideration being given to the 
prospect’s reputation for fair dealing. 

The seller should make a careful 
estimate of the profits which the pur- 
chaser is likely to derive from the idea, 
because it is only on this basis that the 
price can be set. If the idea is one 
for a new product, an estimate of 
sales, manufacturing costs, selling ex- 
penses, selling price and profits must 
be made. The seller may have to 
obtain help from persons whom he 
can trust with the idea or he may make 
the estimates himself by collecting 
data on similar articles. Other ideas 
on ways of doing business, on methods 


of selling products, and the like, in- 
volve more difficulty in determining 
the extra profits which will accrue 
to the purchaser from the idea. But 
these difficulties must be faced and 
some conclusion reached. 

The seller is then ready to attempt 
to make the sale. His sales argument 
should outline the plan, giving as many 
details to suggest the nature of the 
idea as can be given without divulging 
its essentials. This window-dressing 
calls for skill. The inherent worth of 
the idea which the seller can convey 
to the prospective purchaser determines 
his chances of inducing the purchaser 
to agree to any arrangement which 
will protect him. If the seller has been 
sufficiently shrewd in presenting his 
idea to make the purchaser want it, 
he should be able to obtain the pur- 
chaser’s consent to enter the agreement, 
which he is now ready to present. 


Obtaining Legal Protection 


It is believed that the form of 
agreement given on the following pages 
protects both parties to the transaction 
and is sufficiently practical so that 
the purchaser will not refuse to sign it. 
It is not designed to cover all situations 
and in its present form will be most 
useful for selling an idea of great merit 
to a company with a large working 
capital. If the purchaser will agree 
to sign such a contract, it can be 
varied to suit the idea by the attorneys 
for the parties. In the criticism of 
this method of protection the difficulties 
which the lawyers may have to face 
in altering the form of agreement will 
be pointed out. 
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AGREEMENT made at .......... i 
day of ...... ey , hereinafter 
referred to as the Seller, and .......... , hereinafter 


referred to as the Purchaser, in consideration of the 
mutual covenants herein contained, WITNESSETH: 

1. The Seller represents that he has conceived of 
and discovered a business idea, which, as applied to 
the Purchaser’s business, is new and original. The 
said business idea is hereinafter referred to as the Idea. 

2. The Seller further represents that said Idea will 
be useful to the Purchaser in his business and that its 
use by the Purchaser will result in an increase of the 
Purchaser’s net profits (gross profits, gross sales, 
or net sales) of approximately and substantially...... 
dollars ($...) during the period from.......... 1g.. 
icisuwewdan 19... 

3. The Seller desires to sell the said Idea to the 
Purchaser and the Purchaser desires to purchase the 
same. 

4. Upon the execution of this Agreement and the 
compliance of the Purchaser with the paragraph in 
this Agreement numbered five (5), the Seller agrees to 
deliver to the Purchaser a complete manuscript 
description of his said Idea, accompanied by all 
memoranda, data, and information now in his posses- 
sion relative to the said Idea. The Seller agrees 
that he will never directly or indirectly at any time 
impart or disclose information of said Idea to any 
person except those persons designated by the Pur- 
chaser and except as set out in the paragraph of this 
Agreement numbered eleven (11). 

5. Upon the execution of this agreement, the 
Purchaser agrees to place in escrow with The........ 
Trust Company of .......... , Cee Came SE... .: 
dollars ($. . .), upon the following conditions: 

a) Said sum shall be accepted as a special deposit 

by the said trust company and shall receive 
interest at four per cent (4%) per annum, 
compounded semiannually. 
Said trust company is to deliver said sum or 
any portion thereof, plus accrued interest, 
less its fee, to either the Purchaser or the 
Seller, their heirs, administrators, or assigns, 
as directed in writing by the Umpire and 
Arbitrator (or his alternate) appointed in this 
Agreement. 

6. The Seller and the Purchaser hereby appoint 
iinite aataceh as Arbitrator and Umpire, hereinafter 
referred to as the Arbitrator; and .......... as his 
alternate to serve in the event that the Arbitrator 
becomes incapacitated or at any time resigns. 

7. The Seller and Purchaser agree that in giving 
the written directions to The .......... Trust Com- 
pany relative to the disposal of the sum held in escrow 
by it, the Arbitrator shall be governed by the following 
conditions: 

a) The Arbitrator shall direct the said trust 
company to pay the entire sum held in escrow 
to the Purchaser at once in the event that the 
Purchaser can prove to the satisfaction of the 
Arbitrator: (1) that the [dea as applied to 
the business of the Purchaser is not new and 


b 
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original; and/or (2) that the Idea is useless to 

the Purchaser and can not and will not, for 

that reason, be used by the Purchaser. 

b) The Arbitrator shall direct the said trust 
company to pay the entire sum held in escrow 
to the Seller if in the Arbitrator’s sole judg- 
ment and discretion the Puchaser (1) unrea- 
sonably refuses or delays to put the Idea into 
execution, and/or (2) operates his business 
or keeps his accounts with an intent to cover 
up profits derived from the Idea, and/or (3) 
in any other way shows bad faith toward the 
Seller. This direction may be given by the 
Arbitrator at any time while the money js 
held in escrow by said trust company. 

c) Upon the expiration of the period set out in 
the paragraph numbered two (2), the Arbi- 
trator shall order said trust company to pay 
the entire sum held in escrow to the Seller, if, 
in the sole judgment and discretion of the 
Arbitrator, the representations of the Seller 
set forth in the paragraph numbered two (2) 
are substantially true. The Arbitrator’s 
interpretation of the words “approximately 
and substantially,” found in said paragraph, 
shall not be open to question by either the 
Seller or the Purchaser. 

d) If, at the end of the period set out in the 
paragraph numbered two (2), the representa- 
tions of the Seller in said paragraph have not 
in the opinion of the Arbitrator proved to be 
substantially true, the Arbitrator may, never- 
theless, order the said trust company to pay 
over to the Seller such portion of the money 
held in trust as will, in the best judgment of the 
Arbitrator, represent a fair price for the Idea, 
based upon the value received by the 
Purchaser. 
At the end of the period set out in the para- 
graph numbered two (2), the Arbitrator shall 
order the said trust company to pay the 
entire sum to the Purchaser if the Purchaser 
has in good faith put the Idea into execution 
and it has proved to be of only nominal value 
to him in the opinion of the Arbitrator. 

f) The Arbitrator shall take some action as to 
the disposition of the sum held in escrow with- 
in a reasonable time after the expiration of the 
period set forth in the paragraph numbered 
two (2). 

g) In coming to his conclusions the Arbitrator 
may consult with other persons when such 
consultations will not injure the Purchaser 
through disclosure of the Idea. Fees for 
such persons consulted will be borne by the 
Seller and Purchaser in equal amounts. 

8. The Seller and Purchaser agree to be bound by 
the judgment of the Arbitrator and to seek no revision 
of that judgment. 

g. The Purchaser agrees that the Arbitrator may 
have access to his books at reasonable times for the 
purpose of carrying out his duties. 
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10. The Seller and Purchaser agree that they will 
each pay half of the Arbitrator’s fee. 

11. The Purchaser agrees that, if the money put in 
escrow is returned to him, the Seller is then free to 
sell his Idea to whomsoever he sees fit. 

IN WITNESS WHEREOF, the parties to these 
presents have hereunto set their hands and seals, 
the day and year first above written. 


(Seal) 





(Seal) 





We accept the deposit in escrow as set out in the 
foregoing and agree to be governed thereby. 


Trust Company 





by Escrow Agent 


We accept the appointments as Arbitrator and 
Alternate, respectively, as set out in the foregoing 
and agree to be governed thereby. 











Description and Criticism of 
Method Suggested 

The suggested method of protection 
is based upon escrow and arbitration. 
The two parties make an agreement 
providing for the following procedure. 
The seller states that he has an idea 
which as applied to the purchaser’s 
business is original and which can be 
used to increase the purchaser’s profits 
r sales by a certain amount within 
a certain period of time. The seller 
delivers to the purchaser a manuscript 
containing a complete description of 
the idea only after the purchaser has 
placed the agreed price in escrow. 
The disposition of the money depends 
entirely upon written order from an 
arbitrator selected by both parties and 
named in the agreement; the bank 
will pay it in whole or in part to either 
party, as the arbitrator directs. But 
the directions which the arbitrator 
hall give are controlled in general 
by the agreement. If the purchaser 
can convince the arbitrator that the 
idea he has purchased is not original 
as applied to his business, or that the 
idea will be of no use to him, then 
the arbitrator may at once order the 
trust company to return the money 
to the purchaser. If at any time the 
arbitrator finds that the purchaser is 
showing bad faith by not using the 
idea or not trying to make it produce 
the profits which the seller claimed it 


would produce, then he may order 
the trust company to pay the money 
to the seller. 

If the idea is accepted by the 
purchaser and put into effect within 
a reasonable time, at the end of the 
period agreed upon the arbitrator de- 
termines what the results of the idea 
have been. If they are substantially 
as the seller claimed, he gets the money 
without question. If they are much 
less but still a sizable amount, the 
arbitrator may order part of the money 
paid to the seller and the rest returned 
tothe purchaser. In all these decisions 
on the part of the arbitrator, his 
judgment is not open to question, 
and the parties are bound by it. The 
parties each pay one-half of the fee of 
the arbitrator. If the money is re- 
turned to the purchaser, the seller is 
free to use the idea as he wishes. 

Immediately, two difficulties regard- 
ing the use of arbitration arise, namely, 
the selection of an arbitrator agreeable 
to both parties and the expense of 
employing him. He will have to be 
a man of integrity and fairness. But 
it should not be a matter of great 
difficulty for the parties to agree on an 
outstanding professor, lawyer, banker, 
or business man in another line of 
business. The difficulty of selecting 
an arbitrator appears in every case 
of arbitration and is generally over- 
come. The arbitrator in the typical 











34 HARVARD BUSINESS REVIEW 


case will not have to be a man of great 
technical ability; for example, the de- 
cision as to whether or not a new 
method of packaging a product had 
increased profits would call simply for 
judgment in isolating factors. And 
the arbitrator may always seek advice 
from others. 

Another objection is that, during 
the period set for measuring results, 
the money of the purchaser is in 
escrow and cannot be used as working 
capital. If the company normally has 
at least the amount of the purchase price 
invested in securities or bank deposits, 
the deposit in escrow will be no hard- 
ship, since the money will bear interest. 
Placing the money in escrow is no 
worse for the purchaser than paying 
it directly to the seller, because if 
the idea is of no use to the purchaser 
and he convinces the arbitrator of that 
fact, he will have his money refunded 
in a few days. Putting the money in 
escrow could be avoided by having the 
attorneys arrange to use some type of 
bond to assure payment; the use of 
the method suggested, however, seems 
more likely to preclude the chance of 
lawsuits.!! 

A third and more important objec- 
tion to this method of protection lies 
in the fact that the seller must estimate 
exactly the effect which his idea will 
have on the purchaser’s business. In 
the agreement he must state that it 
will result in an increase of sales, 
gross profit, or net profit by a certain 
amount over a stated period. Such 
a clause is necessary for the protection 
of the purchaser. When the seller 
considers that probably without such a 


1! Use of the escrow means that if the purchaser 
disagrees with the award of arbitrator, he will have to 
take the initiative in getting back his money, instead 
of refusing to pay and making the seller sue on the 
award of the arbitrator. 


clause the purchaser would not sign 
the agreement, he will be more likely 
to accept the hardship imposed upon 
him. And the seller does not esti- 
mate at his peril, since the arbitrator 
is authorized to allow what he considers 
to be reasonable latitude. The objec- 
tion to making a definite estimate 
could be overcome by having an arbi- 
trator fix the price, but it seems that 
then the purchaser would have even 
less knowledge of the deal he was 
making, and it cannot be denied that 
the purchaser is not taking an unreason- 
able attitude. Moreover, the lack of 
any ‘“‘going rate” for ideas makes it 
almost imperative that the arbitrator 
have some standards of price set by 
the agreement. 

There is the likelihood that a pur- 
chaser will not agree to sign such a 
contract. This objection cannot be 
answered categorically without refer- 
ence to the idea and the purchaser 
in question. If the seller has a good 
idea and presents it in a sound and 
convincing manner—for example, if 
he says to a purchaser, “I have on 
this piece of paper a plan for completely 
reorganizing your selling so as to cut 
selling expense by one-third, but | 
will not turn over this idea unless 
you sign this agreement”—then it 
seems quite likely that if the purchaser 
believes that there is an arbitrator who 
will protect his interests, the purchaser 
will sign. He will at least consider 
the proposition very carefully before 
turning it down. 

Until the law, either by judicial or by 
legislative action, is so changed as to 
offer protection to ideas, some make- 
shift legal device must be employed, 
and, being a makeshift, it will almost 
invariably give rise to difficulties in 
its use. 
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WHAT IS THE POSITION OF BRITISH 
INDUSTRY? 


By HUGH BUTLER 


any length of time is puzzled 

by the pessimistic view of the 
British industrial position common to 
British and American observers. A 
great deal of the confusion of the 
American mind on this subject is 
probably due to the fact that British 
and American writers—and in this re- 
spect the British are themselves the 
worst offenders—make frequent refer- 
ence to unemployment and under-em- 
ployment as the outstanding features of 
the British industrial position. Doubt- 
less this problem is important, but it is 
not by any means overwhelming. The 
considerable publicity given to the 
subject and, in fact, its over-emphasis, 
is due in no small way to the very 
scope of the unemployment statistics 
which have been collected and analyzed 
in England far more thoroughly than 
in any other nation. 

Interested Americans, who have con- 
sistently overstressed the unemploy- 
ment question, need to have pointed 
out to them a few of the more favorable 
factors in the British picture, solely 
with the idea of conveying to their 
minds a balanced view neither highly 
colored nor undercolored. For exam- 
ple, few realize today that British 
manufacturing output has expanded 
at a rate not much less rapid than 
American output. Again, it is not 
known that the national income of 
the British nation’ is the greatest 


(): who has lived in England for 


‘Estimated by The Economist, London, April 5, 
1930, as follows: 1929—£4,400,000,000; 1924— 
£4,250,000,000; 1913—£2,300,000,000. 


35 


that it has ever been and that it is 
second only to that of the United 
States; or that the per-capita export 
trade of British products is greater 
than that of any of the other large 
industrial nations; and again, that Brit- 
ain’s export of manufactured goods has 
a greater aggregate value than the 
export of any other nation. 

British industry as a whole is expand- 
ing year by year.? What is its growth 
in relation to past records and in rela- 
tion to our own records? What are 
some of the causes of the retardation 
recently encountered by British indus- 
try? And what of the future? These 
are some of the questions which it is 
proposed to discuss in this article. 


Volume of Production 


With price changes of considerable 
size involved in the comparison of pre- 
war and post-war, as well as in current 
year-by-year production figures, one 
naturally turns to a volume basis for 
gauging the growth of the industries of 
anation. Such a basis has admittedly 
a number of faults. In the case of 
British production each category into 
which the subject is divided, such as 
iron and steel, chemical and allied 
products, etc., includes products which 
differ from those of pre-war days. 
Under the pressure of severe compe- 


2 Early 1930 British data record a recession in line 
with the world-wide depression in industry and trade. 
But since it is the intention of the writer to base his 
considerations solely on annual figures, and on the 
long swing over a period of years, 1913 to 1928 and 
1929, these very recent changes are not given space 
here. 
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Tasie I. INpustriAL PropuctTIon 
Index of Production, 1924 = 100 





Group 


| | 








ues | aon 

Year Year) Year 

1927 1928 1929| March | June | Sept. | Dec. 
| Quar- | Quar- | Quar-  Quar- 
| ter ter | ter ter 


| 





. Iron and steel and manufactures thereof. 


. Engineering and ship-building.... . 
» SORtHOS...... 


Paper 60G PME... 6.36. .<.. 
. Leather and boots and shoes.............. 
Food, drink, and tobacco 

. Gas and electeneity. ............ 


os SN AUSwW bw 


Total of manufacturing industries (2-10)*....... 
Total of all groups (1-10) *. 


| 
ee SS ee Nene haere a | 94.31 89.2) 96.6 


. Non-ferrous metals............ eae ee ee 


. Chemical and allied trades i se . ap ee Oe 


| 99.7/101.9 106.0) 97.5 | 
|#19-7}126.0)135.7) (b) | (b) (b) | (b) 


- -|106.8) 


98.9 | 92.6 94.4 | 100.3 
112.4 | 117.8 113.8 | 112.2 
| 
| 
| 
| 


° 110.0|102.3 114.0 








116.9 ,119.3 120.5 115.7 | 128.7 | 114.6 | 123.0 
115. 2,113.1 120.9, 120.0 | 124.7 | 119.3 | 119.6 
.|101.6 99.9 98-5 102.0) 99.8 | 91.4 | 100.7 

‘105.2/110.3 112.5, 107.2 | 112.9 | 118.5 | 411.5 
|@/@)@) @ | @ | @ | @ 
. | 107.7|102.0, 98.5 100.3 | 100.7 95-2 | 97.9 


109.0 | 111.8 | 105.7 


| 
| 














|109.9 109.4 115.3, 113.4 | 116.8 | 114.7 | 116.9 





105. 5)111.6 110.4 | 111.9 110.6 | 113.5 





* Including also various industries not specified above. 


(a) Adequate information in respect to the paper and printing trades has not up to the present been available. The partic- 
P P 


ulars received, which cover about 40 % of the net output o' 


these trades in 1924, have been included in the general index. 


(b) Complete information oe - production in 1929 is not yet available; a provisional estimate of the quantity 
t 


made has been used for the calculation o 


e group index for 1929, but no information is available as to the quantities made in 


each quarter. The advance in the use of electricity is shown in the figures obtained by the Electricity Commissioners regarding 
the electrical energy generated by, authorized electricity undertakings. In 1929, the provisional figures show that there were 
10,292 million units so generated as against 9,095 millions in 1928 and 6,094 millions in 1924, increases of approximately 13% 
and 60 %, respectively. The available data for electricity have been included in the general index numbers for the four quarters 


of 1928 and 1929. 


tition there have been instances of a 
lowered quality of output, usually quite 
legitimate, of course; but, on the 
whole, the character of competition 
which Britain has had to face in a 
number of her more important markets 
has tended to push upward the quality 
of British output. Exports to India, 
for example, have included increasing 
percentages of the finer, lighter-weight 
textiles. Hence, quantity comparisons 
between pre-war and post-war periods 
will probably understate the British 
position in industrial production. 

As was true of industrial nations gen- 
erally, the curve of British production 
dropped to a low level in 1921 and then 
worked upward against obstacles of 
considerable magnitude. British off- 
cial post-war production statistics gen- 
erally take 1924 as a base year (1924 = 
100%). From this base the volume of 
British production in 1907 amounted 


to about 87%. ‘The best estimate for 
1913 is about 96%, while Table | 
shows the figures for 1927, 1928, and 
1929. The distinct contrast between 
the volume output of mines with 
that of manufacturing industries is 
noteworthy. 

International comparisons are ex- 
ceedingly difficult on account of the 
different bases, different classifications, 
etc., used by the statisticians of each 
country. It happens that in official 
American statistics the average of the 
years 1923 to 1925 is used as a base. 
The American manufacturers’ quantity 
index (monthly averages) includes the 
following figures: 


1922 87 1926 108 
1923 10% 1927 106 
1924 94 1928 III 
1925 105 1929 119 


A similar comparison of British and 
American production of minerals re- 
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veals a more rapid improvement in 
American mines than in British in the 
last four years, particularly in 1929. 
In fact, the expansion of British produc- 
tion compares favorably with American 
industrial expansion except in coal 
output. There too there are greater 
variations in the American figures 
year by year than in the British. The 
American monthly average mineral 
production based on 1923-1925 figures 
is recorded in the following index: 


1922 74 1926 108 
1923 105 1927 107 
1924 96 1928 106 
1925 99 1929 115 


sritish industry has been seriously 
handicapped by the character of the 
electrical supply available. A wide 
range of cycles, voltages, and so forth, 
has stood in the way of the develop- 
ment of efficient unification plans, and 
it is only since the War that the 
national superpower scheme has been 
launched and has made substantial 
progress. It is vastly interesting in 
this connection to find that there has 
been an increase in the electric current 
supplied by public undertakers amount- 
ing to over 100% between the years 
1921 and 1929. 

Precise estimates of the average 
amount of horse-power available for 
each worker in British as compared 
with American industry are not avail- 
able; from such information as can be 
secured, however, it is estimated that 
each worker in American industry has 
three to four horse-power to assist him 
as against two horse-power for the 
English worker. 


New Industries for Old 


Thus far this discussion has been con- 
cerned with British industry as a whole. 
Conditions vary among parts of the 
whole. Certain industries, which have 


been depressed throughout most of the 
world, such as agriculture, coal, cotton, 
iron and steel, ship-building, etc., are 
in the United Kingdom termed “non- 
sheltered” industries since they are 
open to world competition, in contrast 
with the “‘sheltered” domestic trades 
which include building, railways, food 
and drink trades, etc. 

Agriculture, still the largest single 
industry, continues to employ fewer 
persons each year as arable land goes to 
grass, though the total estimated agri- 
cultural output in 1925 appears to 
bulk about as large as in 1908. Coal 
production in 1928 was 16% below that 
of 1913, pig-iron production was 35% 
lower than in 1913, and although the 
1928 steel production was actually 
greater than in 1913, the average of 
the past five years up to 1928 falls 
below the pre-war level. The tonnage 
of ships launched in the ship-building 
industry was only two-thirds of that 
in 1913. Cotton-textile production had 
fallen off 33% since 1913. 

The depression in several of these ba- 
sic industries has been general through- 
out Europe, however, and in some 
instances it has been world-wide. Sev- 
eral other nations, faced with a decline 
in coal or cotton production, have been 
saved from an excessive burden of 
unemployment and financial loss by 
the development of other industries. 
Such industries have also been devel- 
oped in the United Kingdom, but they 
are not yet of sufficient size and 
importance to do much more than 
offset the losses in the old basic 
industries. 

It is proposed here to touch briefly 
on several of the new industries and 
their growth over the past fifteen-year 
period. Motor-car production has in- 
creased fivefold. However, distances 
in the British Isles are not great, and 


WHAT IS THE POSITION OF BRITISH INDUSTRY? 39 








38 HARVARD BUSINESS REVIEW 


rail- and water-transport services are 
so fully developed that the demand 
for road transport has increased less 
than in the United States. Since the 
low-power type of motor standardized 
for the easy grades prevalent in Great 
Britain is not so popular in new 
countries, where bad roads and steep 
grades call for high power, the export 
demand has not made up for the limi- 
tations of the United Kingdom market. 
Nevertheless, the British motor indus- 
try and the British market for cars 
are the most important in the world, 
with the exception of the United States 
and Canada. 

Production of electrical equipment 
advanced by about 50% from 1913 to 
1928. Here again the comparative 
backwardness of Great Britain’s home 
market has been a handicap, and the 
profits of the industry have depended 
largely on the construction of heavy 
machinery and on the more highly 
competitive field abroad rather than 
on mass output of supplies and equip- 
mént for domestic use, as is the case 
with the United States. 

In the chemical trades the output of 
dyestuffs increased 714 times between 
1907 and 1924, as a result of the stimu- 
lation of the industry by an embargo 
on imports except for the licensing of 
noncompetitive imports. During the 
same period the output of drugs and 
medicines increased fivefold and that 
of matches fourfold, counteracting the 
decline in the production of alkalis 
and allied products, when we consider 
the chemical group as a whole. 

The manufacture of rayon has prob- 
ably been the most satisfactory of 
the new industries. Output in British 
companies’ plants in Great Britain 
and in numerous British-owned plants 
overseas has expanded enormously, 
the volume of the United Kingdom 


in 1928 being more than double that 
in 1924. Among other textiles the 
silk industry and hosiery production 
have grown substantially, especially 
in providing new specialties. 

The building of working-class dwell- 
ings has increased. From 93,000, the 
annual average number of buildings 
erected from 1900 to 1914, the number 
had grown to 166,515 in 1928. Some- 
thing over 100,000 more than the 
usual number of workers have been 
employed on building construction in 
the five-years’ interval, 1924-1928, but 
it is difficult to gauge the net effect 
of the Government’s building subsidies 
on working-class dwellings. Private 
builders are by no means unanimous 
in favor of the subsidy, but rents 
legally fixed at uneconomic levels make 
it doubtful whether or not the houses 
needed would have been built in suffi- 
cient numbers without a subsidy. 

The stimulus which the new or 
expanded old industries have given to 
the basic industries, such as coal, iron, 
steel and cotton, has been very large; 
for example, it is estimated that in 1929 
the number of persons chiefly engaged 
in rayon production and its manipu- 
lation, including mixtures with cotton 
and wool, totaled some 300,000. 


Coal 


Of the old industries, no other has 
had such a profound nation-wide effect 
as the coal industry. The great strikes 
of 1921 and 1926 caused considerable 
disruption to the industries and trade 
of the country, and their cost was great. 
The difficulties with which the British 
coal industry is faced are these: a 
declining world market, a condition 
which the coal industries of other 
countries also face; the most pro- 
nounced individualism, about 3,000 
mines being controlled until lately 
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by 1,000 different companies or indi- 
viduals; the steady depletion in the 
more accessible coal veins; and the 
slower development in mechanization. 
Only 23% of British coal is cut mechan- 
ically, in contrast to 70% of American 
coal mined in this manner. 

The Government’s coal bill was 
passed during the closing days of the 
parliamentary session. Reduction in 
working hours from 8 to 744 will become 
operative in December, and the quota 
and marketing schemes will be effective 
as soon as practicable. A _ further 
reduction to a 7-hour working day 
will take effect automatically in July, 
1931, upon expiration of the 1926 
act, unless other legislation is enacted 
before that time. In passing the bill 
the House of Commons finally accepted 
the House of Lords’ spread-over amend- 
ment, making optional by agreement 
within individual districts a go-hour 
working fortnight instead of a rigid 
7\g-hour working day, but with the 
added provision that such district agree- 
ments must have the approval of the 
Miners’ Federation and the Mining 
Association. 

Other features of the Bill include 
amalgamations—compulsory under a 
previous Act, if necessary—and sanc- 
tions for the limitation of output and 
the fixing of quotas. Coal owners will 
be subject to statutory penalties if they 
produce more than their quotas or if 
they sell at less than an agreed price. 
The Labor Government for some time 
has been committed to the purchase of 
coal royalties, that is, to the actual 
ownership of the mineral deposits them- 
selves, a course of action which would 
give the nation another basis for the 
control of the industry. The president 
of the Board of Trade has announced 
that the Government hopes to intro- 
duce a bill in the next session of Parlia- 


ment to provide for the nationalization 
of mining royalties. Thus, by Govern- 
ment regulation it is hoped to stimulate 
the industry to increased efficiency 
and a greater output per capita, thereby 
justifying shorter hours at equal pay 
and a satisfactory financial return 
to shareholders. ‘The year 1929 pro- 
vided somewhat improved conditions 
in the industry: output of about 260,- 
000,000 long tons totaled nearly 8% 
more than the figure for 1928, and 
exports for 12 months show an increase 
of 20% over the same period of the 
previous year. 

Table II is an elaboration of some 
of the figures given in Table I. In 
general, 1929 has been the best year for 
British production records. For one 
thing, the period of seasonal summer 
dullness was not so pronounced as in 
previous years. But while 1929 figures 
are encouraging in several respects, the 
fundamental relation between old in- 
dustries (items I, 2, 3, 5, 7, & 8 in 
Table II) and new industries (items 4, 
g, 10, 11 & 12 in Table IT) is not materi- 
ally changed. 


Employment and Unemployment 


While unemployment is one of the 
principal problems before the British 
nation today, the people have the 
advantage and disadvantage of know- 
ing just what the actual volume of 
unemployment is month by month. 
Other nations have partial figures, 
but no national data approach Great 
Britain’s in completeness. ‘Therefore, 
the British are facing up squarely to 
this problem. But the disadvantage, 
to which I have referred, is that on 
account of the completeness of the sta- 
tistics the unemployment totals loom 
up far greater than those of any 
other nation. Thus, it is known that 
under the national unemployment- 
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Taste II. Montury AvEeRAGES 
Resaes | - Unit of Year Year Year 
easurement 1924 1928 1929 
1. Coat Mininc— 
(a) Quantity of saleable coal raised................. Mill. tons 22.3 19.8 21.4 
Per cent of 1924.. She bux vaste haere 100 89.0 96.1 
(b) Quantity of coal exported (1). Pe en eee Mill. tons 5.14 4.17 5.02 
a 8 ee errr 100 81.2 97.8 
(c) Percentage of Insured Workers wholly unemployed { } 14.5 12.1 
Percentage of Insured Workers temporarily stopped 5-7 7.9 4.3 
2. IRON AND STEEL— 
Ce Re OD, on sv didean caensiwsunersenas Thou. tons 683 710 805 
ten ck aa Ga eae eave aa Ae , 100 104.0 | 117.7 
(6) Pig Iron Output.. boas een eee: Gclne ae tae Ma eed Thou. tons 609 551 632 
PU sed « sede eduteaaldns sede 100 90.5 | 103.7 
(c) Percentage of Insured Workers Unemployed vieua ae 20.6 21.0 18.9 
3. GENERAL ENGINEERING— 
Percentage of Insured Workers Unemployed........ 15.9 9.8 9.7 
4. Evectrica, ENGINEERING— 
(a) BEAMA Index of Production. (2) Per cent of 
eRe aR POA au Ha ery tie Geer Gt" 100 89.8 | 107.0 
(d) Percentage of Insured Workers Unemployed..... 5.0 4.9 4.4 
5. SHIPBUILDING IN THE UNITED Kincpom (3)— 
(a) Merchant vessels under construction at end of 
a ee Pre nee eens pen i" Mill. gross tons | 1.44(4)| 1.24 1.45 
wf, Se ee oe ine <eueel 100 86.5 | 101.1 
(b) Vessels commenced during Quarter..............| Thou. gross tons | 263 324 412 
kL 8 ee rarer ere 100 123.5 | 1357.1 
(c) Percentage of Insured Workers in Shipbuilding, 
Ship Repairing, and Marine Engineering Unem- 
UN Shocteiac ce RS tor ac ERS a ER epee 27.4 23.6 21.0 
6. Base Metats— 
(a) Copper available for consumption (5) (6)........ Thou. tons 9.499 | 18.7 11.3 
Per cent of 1924.. re 100 125 120 
(6) Percentage of Insured Workers Unemployed ree 12.3 10.0 8.8 
7. Cotron— 
(a) Raw Cotton delivered to Mills................. Mill. Ibs. 118 125 125 
Per cent of 1924..... , a 100 106 105 
(6) Percentage of Insured W orkers Unemployed. ones 13.8 12.0 i. 
8. Woot Textite INpustry— 
(a) Index of Wages Paid. Per cent of 1924......... ‘ 100 92.7 90.3 
(6) Percentage of Insured Workers Unemployed.... . 7.0 11.2 13.2 
g. ARTIFICIAL SILK— 
Production of Yard and Waste.................... Mill. Ibs. 2.11 4.52 4.74 
Sis orc nd ae thitewrkus cca deukaren 100 214 225 
10. Natura Sirk— 
Deliveries for Home Consumption (7).............. Thou. lbs. 180 261 266 
Per cent of 1924... a et ieee ee eT 100 145 148 
11. CrupE RusBerR available for consumption (6). eee a dt Thou. tons 1.90 4.03 5.96 
git SPS er ystems Bihar nec 100 212 313 
12. BurtpInc— 
(a) Plans approved by 146 Local Authorities in Great 
Britain, estimated cost— 
(i) Dwelling Houses. Per cent of 1924.......... 100 106.5 | 117.5 
(ii) Other Buildings and additions and alterations 
to existing buildings. Per cent of 1924....... 100 133.1 | 140.5 
(6) Percentage of Insured Workers Unemployed: 
EL ou cer ot pon eeeeeer take tan slacteer een 10.3 12.3 13.1 
(ii) Public W orks Contracting, We fo a ois he 17.0 20.3 22.3 

















(1) In addition the quantity of coal shipped as bunkers in the Foreign Trade averaged 1,474,000 tons per month in 1924 
and 1,368,000 tons per month in 1929. (2) Pu blished by courtesy of the British Electrical and Allied Manufacturers’ Associa- 
tion. (3) The figures relating to shipbuilding are published at quarterly intervals. (4) Including an average of 62,000 gross 
tons on which work was suspended. (5) The figures given do not include in the available supply the metal produced fr rom 
imported ores, matte, etc. (6) i.e., Net Imports, less additions to warehouse stocks or plus oa uctions in warehouse stocks 
(7) The silk content of the cocoons and waste has been estimated at one-third of their full weight. 

(Source, The Board of Trade Journal, February 27, 1930.) 
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insurance scheme, in which 12,000,000 
British workers are compulsorily enrol- 

led, 11% were registered as unemployed 

at the end of November, 1929, and the 
number was increasing. ‘The compa- 
rable figures for previous years are 
s follows: 


At the end of November, 1922......... 12.4% 
At the end of November, 1924......... 11.0% 
At the end of November, 1927......... 9.9% 
At the end of November, 1928......... 12.1% 


No precise comparison can be made 
with pre-war figures, but between 450,- 
000 and 500,000 workers are estimated 
to have been unemployed in 1913. 

Now then, it is necessary to get 
additional light on this body of 1,323,- 
o00 unemployed persons existing on 
November 25, 1929. Approximately 
200,000 of them are women and chil- 
dren, who probably in most instances 
are not entirely dependent upon their 
own efforts for livelihood. Again, 70% 
of this number have been at work 
some time during the preceding six 
months, and 90% during the previous 
12 months, facts which dispel the 
illusion that the same one and one- 
third million persons have not been 
employed for seven years. In addition 
to these figures there is another factor 
which is known as part-time employ- 
ment. For example, a special investi- 
gation carried out by the British 
Ministry of Labour for the week ending 
October 27, 1928, revealed the fact 
that in the cotton industry 13% of the 
workers were at that time on short time 
and that those so engaged worked 12.7 
hours less than the usual time in that 
Here again, however, it must 
not be forgotten that other nations, the 
United States included, are facing the 
problem of part-time operations and 
with much less available data. 

Space does not permit a full elab- 
oration of the unemployment-insurance 


week, 


scheme, but it should be stated briefly 
that the employer contributes 12 cents, 
the worker 12 cents, and the state 10 
cents per week for each man at work. 
A man out of work draws benefit at the 
rate of $4.25 per week. Other scales 
similarly apply to women and children. 
The fund so created has been in- 
adequate to meet the extreme situ- 
ation, since unemployment benefit and 
“doles” were paid out amounting to 
about $1,800,000,000 in the ten-year 
period 1919-1928. The national treas- 
ury has met the deficits in the unem- 
ployment fund, which amount to as 
much as $5,000,000 per week at the 
present time. 

Another factor, which must not be 
overlooked when studying British un- 
employment, is that emigration since 
1914 has fallen off very materially. In 
1928, for instance, the number of 
persons leaving Great Britain was only 
one-third of the number emigrating in 
1913. Putting it in another way, if 
emigration from the United King- 
dom had continued at the same rate 
throughout the past 15 years, 1,300,000 
more persons would have left the coun- 
try. The bearing which this retar- 
dation of emigration has had on the 
unemployment problem is apparent. 

As one would naturally assume from 
the discussion of new and old industries 
included in earlier pages in this article, 
certain of the old industries have the 
largest volume of unemployment. In 
the coal industry, for instance, is 
to be found the hard core of the un- 
employment problem. Some 200,000 
miners are estimated to be more or 
less permanently out of work. Their 
transfer to other industries is made 
vastly difficult by the lack of mobil- 
ity and adaptability of British labor. 
Many Welsh miners have never been 
out of their own particular valleys, 
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and it is inconceivable to them that 
they will never find work again in the 
mines where they, their fathers, and 
their grandfathers have worked. ‘The 
Government, however, has taken ag- 
gressive action to transfer this body 
of miners, with more or less success. 

British records plainly indicate that 
the number of persons actually em- 
ployed in British industry and com- 
merce today is greater than it has 
ever been before in the history of the 
nation. Numbering the workers reg- 
istered in the unemployment-insurance 
scheme, we find that 8% more persons 
were employed on the first day of 
July, 1929, than on July 1, 1923, 
and there has been no break in the 
slow but steady advance in the numbers 
in the intervening six years. 


Costs and Profits 


An elaborate analysis of pre-war 
and post-war costs, based mainly on 
the years 1913, 1924, and 1925, has 
been made by the Committee on 
Industry and Trade of the Board of 
Trade. In their general conclusions 
the Committee found that the average 
cost level in 1924 was about 84% 
above that of 1913. But this average 
included a wide range of costs in 
various industries, from 20% for blast- 
ing explosives up to 175% for fine 
cotton spinning. In general, the de- 
pression in the basic industries and 
the attendant decline in production 
account for a large part of the increase 
in cost, particularly since the decline 
in production seemed so much greater 
when contrasted with the artificially 
high levels of war production and the 
1919-1920 boom. As an illustration 
of the effect of reduced output on 
costs, an engineering undertaking re- 
ported to the Board of Trade that the 
ratio of actual to potential production 


fell 45% between 1919 and 1923. 
Total costs increased during the same 
period by 95%, but it was calculated 
that the increase of costs would have 
been only 65% if the former ratio of 
actual to potential production had 
been maintained. 

In the great readjustments which 
had to be made during the years 
following the Armistice, the relation 
between the three items in the cost of 
production, namely, materials, wages, 
and other expenses, underwent sub- 
stantial changes. In locomotive con- 
struction, for example, while the cost 
of raw materials dropped 13%, wages 
increased by 4% in relation to the 
total, and in fine cotton spinning 
wages advanced about 7%, though in 
weaving they dropped about 3%. 

The only available figures for aggre- 
gate profits of British production are 
provided by the Economist, which in- 
vestigated and reported on the accounts 
of 472 companies in the 12 months 
ending June, 1914, the accounts of 
go8 companies in 1927, and 876 ac- 
counts in 1928. The ratio of profit 
to capital has not varied much, since 
it was 10.59% in 1914, 10.5% in 1927, 
11.1% in 1928 and 10.5% last year. 
In these figures there is more or less of a 
balancing of lowered return on ordinary 
shares against a higher income to hold- 
ers of debentures. In post-war years 
the proportion of the capital invested 
in debentures fell off substantially, 
while that part consisting of ordinary 
and preference shares increased. 


Efficiency in Production 


To survey the progress made in 
production in British industry it is 
necessary to touch on the size and 
structure of British plants and on their 
organization, equipment, facilities for 
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research, and methods of simplifica- 
tion. British industry has been notori- 
ously individualistic in character, more 
so than that of any other nation. 
Small plants and small organizations 
naturally tend to this type. Many 
organizations of masters and men have 
continued unbroken from one genera- 
tion to another. When a branch of the 
Wedgwood Pottery was opened several 
years ago by Major Wedgwood, he had 
about him four men who were descen- 
dants of four men who worked with the 
great Josiah Wedgwood more than 
150 years ago, and there had not been 
an intervening generation when those 
same families were not represented in 
the Wedgwood Pottery organization. 
Such continuity makes for high-class 
teamwork. The simple family organi- 
zation of master and men has its 
limitations, particularly when the own- 
ing family has lost its best blood in 
the War. There are, of course, some 
companies of very large size similar to 
the huge organizations in Germany 
and the United States. For example, 
the total capitalization of the London, 
Midland and Scottish Railways is 
£413,658,510; of the Imperial Chemical 
Industries, £95,000,000; of J. & P. 
Coats, the great cotton-spinning con- 
cern, £20,250,000; of Vickers, Limited, 
steel, machinery, and_ ship-builders, 
£15,753,752; and of the Cunard Steam- 
ship Company, Limited, £12,583,608. 
Various forms of concentration of 
control have been brought about in 
British industry, such as trusts, associa- 
tions, cartels, etc., but the Committee 
on Industry and Trade of the Board of 
Trade in 1925 held the view that some- 
thing like four-fifths of British manu- 
facturing and extractive processes, as 
measured by the number of persons 
employed, were not directly influenced 
by trade combinations. Although con- 


centration of control slowly proceeds, 
it is true that the majority of British 
undertakings are still untouched by it. 

With respect to the machinery equip- 
ment of industry, it is difficult to draw 
satisfactory parallels between the Brit- 
ish and American positions. Each in- 
dustry is equipped to serve a particular 
market. The American plant is built 
primarily for a standardized home 
market, while the British plant is 
equipped for numerous world markets 
but with the individualistic home mar- 
ket of primary importance. ‘The typi- 
cal British plant of the old style 
produces a wide range of products; 
for example, in 1917 in the engineer- 
ing trade “‘the very large number 
of relatively small firms . . . seemed 
to take a special pride in the number 
of things they turned out, . . . no two 
manufacturers seemed intentionally to 
produce the same article.” British 
conservative industrialism has sought 
unbroken continuity of production by 
the manufacture in each plant of 
numerous patterns for sale in many 
markets. 

Under these conditions the equip- 
ment of many British shops is still of 
the handicraft type, as in shops for 
cutlery making, or on the order of 
construction shops—as contrasted with 
manufacturing—in plants making ma- 
chinery, where general-purpose tools 
are utilized to a much greater degree, 
whereas American production makes 
use of special-purpose tools for the 
same processes. The small size of the 
typical British plant certainly makes 
it better adapted in many cases for 
the production of specialty products, 
and the whole tendency of British 
production is in the direction of special- 
ties. But, as has already been pointed 
out, the general opinion of experts 
investigating this subject is that British 
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production must be carried out on a 
larger scale in the future. Inefficient 
equipment is frequently an important 
contributing cause to this necessity. 
On the other hand, many of the newer 
British plants have thoroughly modern 
equipment, as, for example, in the 
automobile industry where the Morris 
Companies have special-purpose ma- 
chinery of the latest design. 

Twenty-six research associations 


have been set up by individual indus- 
tries at the instigation of the De- 
partment of Scientific and Industria] 
Research, a government body formed 
during the War with the aid of govern- 
ment grants from funds voted by 
Parliament. The degree to which re- 
search has been applied to industry 
varies enormously from one industry to 
another and from one plant to another, 
so that it is difficult to generalize on the 
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1. New Capirtat Issues. 
(Midland Bank Statements)— 
(a) United Kingdom purposes. 
(b) Overseas purposes..... 
Total—All purposes 
Per cent of 1924.... 
2. Bank CLEARINGS. 
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| | | 
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(1) Published by courtesy of the Chamber of Shipping of the United Kingdom and of the Statist Company, Limited. 


(Source, The Board of Trade Journal, February 27, 1930.) 
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national or average position in com- 
parison with other nations. In some 
fields British industries lead; in others 
they lag. 

The unique character of British 
production for a wider variety of 
demands in various world markets has 
been stressed in its relation to the 
equipment of industry. Naturally this 
characteristic is also at the bottom of 
methods pursued in British industry. 
The application of simplification to 
British production, therefore, is a much 
more difficult matter than its appli- 
cation to American production. Natu- 
rally simplification has been proceeding, 
to a greater or less degree, parallel to 
the movement toward larger units of 
production. But the development of 
this idea, in individual plants or by 
whole industries, and that of mass pro- 
duction have not been carried for- 
ward by any means so rapidly as in 
the United States. Although British 
advertising is becoming more effective, 
the buying demands of the public 
continue to be individualistic, a con- 
dition which constitutes a prime obsta- 
cle to the program of simplification 
and mass production. 

While space does not permit of a 
full analysis of other factors indicative 
of the industrial and commercial trend 
in the United Kingdom, in ‘Table 
III it may be seen that most of the 
figures suggest an improvement in 
recent years. 


What of It? 


The late Louis F. Post analyzed any 
subject in three ways. What is it? 
Why isit? Whatofit? The first two 
questions have been briefly discussed in 
the foregoing pages. The question now 
is, Whatofit? British losses inthe War 
have profoundly influenced the position 


of the British nation in the world today 
and quickened a number of move- 
ments which were well under way 
before the War. Still, the adjustment 
which is going forward in which in- 
dustrial Britain takes a new place in a 
new world is not yet complete, and it is 
difficult to estimate what her ultimate 
position will be. But on the whole, 
extraordinary difficulties have been met 
in a most courageous fashion, and 
production has been pushed up to levels 
above those of pre-war times. 

The criticism and conclusions of 
the British official committee, the Com- 
mittee on Industry and Trade, which 
spent four years investigating and 
reporting on the industrial and trade 
position, may be divided into two 
groups: the first concerns overseas 
markets and the second the home 
market. Since I can not improve on 
their analysis, a part of the majority 
report is quoted here: 


The combined result of post-war diffi- 
culties has been to impair the competitive 
power of British trade 1m overseas markets, 
and since the maintenance of this trade is 
vital to the very existence of our popula- 
tion, the main practical problem which 
emerges from all our enquiries is a perfectly 
plain one, viz., to find the means of restoring 
the competitive power of British industry 
and trade without impairing the standard 
of living, and of enabling British exporters 
to place their products in external markets 
in sufficient volume and on terms accept- 
able to overseas buyers. 

On the other hand great judgment and 
discrimination and even restraint are 
necessary in carrying out the transforma- 
tion, in order to preserve those special 
characteristics of variety and quality of 
products which have been the main 
strength of British industry and com- 
merce. This necessarily imposes severe 
limits on the extent to which simplified 
methods of mass production or schemes of 
intensive amalgamation can be advan- 
tageously introduced into British manu- 
facturing industry. 




















46 HARVARD BUSINESS REVIEW 


On home markets, the minority report 
has this to say: 


The low standard of consumption of 
workers in coal, cotton and engineering 
has reacted on the production and selling 
power of all industries supplying the neces- 
saries of life. The greater efficiency which 
may produce a reduction in real costs can 
only occur where there is a high, not a low 
standard of living for the worker . 

The volume and character of home demand 
enter vitally into export efficiency | 

For the last seven or eight years, in most 
industries, the weakness of the home mar- 
ket has contributed, with that of the 
export market, to send up the price at 
which export goods can be produced. 
Lack of purchasing power in the hands of 
the workers at home has been reacting on 
the economic efficiency of the entire pro- 
ductive apparatus. 


The great industrial question which 
faces each nation of the world today 
is the key one with Great Britain, 
personnel, particularly managerial per- 
sonnel. A farmer on an island on 
the west coast of Scotland had a 
visitor who looked over his little, 
stony, unproductive place with a ques- 
tioning eye. “‘What do you raise 
here?” he asked. ‘There could be seen 
only eight great strapping Scotch lads, 
the sons of the owner. The visitor 
was much taken aback when the answer 
came, ‘‘Men.”” Those who win the 
competition in world industry and 
trade unquestionably will be those in 
decades ahead who can raise the finest 
men—using the term generically, of 
course. 


Naturally, space does not permit a 
discussion of this vast subject in all 
its various ramifications—British and 
American—which of course would mean 
a comparison, a testing of their whole 
social structure and ours. It is enough 
to say here that in the past the British 
Isles have been the dwelling-place of 
great men, leaders in various fields of 
human endeavor including industry and 
commerce. They have been through 
a bad time industrially since the Armis- 
tice; we have had a good time by 
comparison. But the British take the 
long view. Their system is radically 
different from ours; they look on 
our progress with a calculating eye. 
They question our “experiments” in 
mass production and in other direc- 
tions. What effect will they have ulti- 
mately? What effect on our “men?” 
All change is not progress, they think, 
and they are slow to change. 

British industry and commerce held 
an enviable place, and the dominant 
one in the world picture, from 1815 to 
1914. Those small islands have only 
one great natural resource, in addition 
to the great advantage of a splendid 
location. Is it reasonable to compare 
their aggregate production records, as 
has been habitual in the past, with 
those of Germany and the United 
States, nations half again and two and 
a half times as large, and with far 
greater natural resources? But one 
may confidently predict a steady rise in 
British output and the future surpass- 
ing of present records of production. 
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THE INDEPENDENT, ET AL., VERSUS THE 
CHAINS 
By BOYCE F. MARTIN 


to invade the markets of this 

country, the independent mer- 
chant has staunchly opposed the intru- 
sion. The chains for the most part 
have been able to resist the com- 
petition, but now the problem has 
become more serious. The indepen- 
dent is fighting not only by more effi- 
cient merchandising methods but also 
by organization, by legislative restric- 
tion, and by enlisting the sympathy of 
the public. Furthermore, the chains 
are hampered by internal problems of 
organization and administration. 

After years of disinterested and apa- 
thetic surveys of the arena in which the 
chain stores and the independents have 
been waging battle, the general public 
is at last beginning to evidence more 
than a casual interest in the conflict. 
Wholesalers and jobbers have long 
sided with the independents, as have 
some manufacturers. On the other 
hand, the chains have had no ardent 
champions and the sympathies of only a 
few manufacturers. The chains, how- 
ever, have not taken recourse to blatant 
and empty arguments in defense of 
the many accusations heaped upon 
them but have continued to spread 
their tentacles over the country with 
surprising rapidity. Save for the ad- 
vertising to the consumer on the basis 


So i the chain stores! first began 


‘Chain stores, as discussed in this article, are 
defined as organizations of two or more retail mer- 
chandise disseminators owned by and operated under 
one management. Both chain and branch banks 
are excluded from the discussion for the obvious 
reason of lack of space and because of their somewhat 
different problems and situations. 
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of price appeal alone, little publicity 
has been advanced by the chains. 
The extreme of this policy has been 
followed by the Great Atlantic and 
Pacific Tea Company, which until 
recently has consistently refused to 
divulge information of any sort concern- 
ing its organization. 

As more and more independents have 
felt the competition of chains or have 
disappeared entirely, criticisms of 
chains and chain policies have risen to 
a crescendo; and now arraignments of 
chains are ubiquitous, and the ears 
of the public are being pounded with 
frantic pleas to save the community 
by patronizing and aiding the inde- 
pendent. Radio stations, such as the 
now famous KWKH, WBT, WDGY 
and others, have begun to _ broad- 
cast violent and scathing denounce- 
ments of chains; numerous publica- 
tions, such as “Chained,” “Chain Men- 
ace,” “Truth,” and ‘Hello World,” 
have sprung up to attack the chains; 
established periodicals and newspapers 
such as the East St. Louis (Mo.) 
Press and the Tulsa (Okla.) World 
have joined in the fight; politicians 
have made the chain-store “peril” 
a basis for campaign platforms; farm- 
ers, manufacturers, and others with 
varying troubles have shown a sur- 
prising unanimity of opinion by ascrib- 
ing all of their misfortunes to the 
machinations of chains; even chambers 
of commerce, pastors and priests have 
joined hands with the independents in 
an attempt to wipe out the chains. 
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Criticisms of Chains 


After one sifts through the vitriolic 
attacks and clears away the fog of 
emotional prejudice, it appears that the 
main accusations take some of the 
following forms. The most frequent 
criticism is that of absentee ownership 
—the chains are accused of draining 
the coffers of the community and 
delivering profits to outsiders, devi- 
talizing the section and ruining the 
independents who have been staunch 
supporters of the community. A fur- 
ther charge is that chain stores are 
depersonalizing communities by pro- 
ducing and distributing only standard- 
ized goods. An elaboration of this 
accusation is that the local merchants 
acquired by chains, and local citizens 
employed at low wages as clerks and 
managers of the chains, are losing their 
identity and individuality by serving 
as mere cogs in great machines. There 
is also the potentiality of a monopoly, 
as well as the -possibility of price 
control, with accompanying dangers, 
should the chain be mismanaged or 
short-sighted in its policies. ‘The ten- 
dency towards a monopoly is furthered, 
it is charged, by insidious price cuts 
which destroy the local merchants 
by depriving them of their customers. 
In some cases the lack of participation 
in drives for community betterment has 
been the basis of the antagonism. 

The economic fallacy in believing 
that a single community may retain all 
of its wealth within its own borders, 
without any commercial transactions 
with outsiders, is quite obvious. But 
this answer to the criticism that the 
chains are draining the communities of 
their wealth is not acceptable to the 
individual merchant or to a single 
locality which has been adversely af- 
fected by chain invasions. ‘The answer 
to this problem must come from future 


actions, publicity, and price and quality 
policies of the chains, which must prove 
to the community that the chains are a 
benefit. As for the validity of the 
accusation that chains are ruining inde- 
pendents, the recent survey by the 
Department of Commerce in Louisville, 
where 451 grocery stores were studied 
and 30 were adjudged on the verge of 
bankruptcy, does not give practical 
data to support this contention. In 
the 30 cases of pending bankruptcy 
there were only two stores in which 
chain competition had been an impor- 
tant factor.2 The main reasons as- 
cribed for failure were poor credit 
policies, inexperience, and general poor 
management. ‘The scope of this survey 
is admittedly limited, but it gives an 
indication that the chain peril may not 
be so menacing as is supposed. 

The answer to the criticism that the 
chains are standardizing communities 
is also economic in nature. By mass 
production and distribution of stand- 
ardized articles and by the elimination 
of high-cost articles which are more of 
a specialty nature and which are expen- 
sive to handle, economically sound 
chains benefit communities by pro- 
viding them at lower costs with the 
necessities of life, even though they 
may be standardized. ‘This contention 
is stoutly denied by those who cite 
the price of an individual article as 
being no lower in a chain store than in 
an independent. Nevertheless the fact 
can not be denied that chain distribu- 
tion has reduced costs, both of chains 


2Department of Commerce, Bureau of Foreign 
and Domestic Commerce, Trade Information Bulletin 
#627, Credit Extension. and Business Failures, Wasb- 
ington, June, 1929, p. 2. Grether, Ewald T., in 
“Trends in the Wholesale Grocery Trade in San 
Francisco,”» Harvarp Business Review, July, 
1930, shows that in that locality the number of 
wholesalers began to decline before the advent of 
serious chain-store competition. 
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themselves and of independents emulat- 
ing them. 

The argument that a monopoly in 
and of itself is a dangerous thing is 
quite obviously invalid. The utilities, 
even though they are regulated, have 
proved this point, for they have 
discovered that a monopoly is in strict 
competition with other commodities 
and services for the cash in the con- 
sumer’s pocketbook. ‘There is a danger 
of malpractice for a short period, 
should the policies of the chain be 
ill-conceived, but it is patent that the 
pursual of such a course would mean 
suicide for the chain. 

The tendency of the chains to adver- 
tise leaders at exceedingly low prices, 
in an attempt to draw customers into 
their stores, has also been adopted by 
independents in a number of areas. 
But since the average customer gen- 
erally sees through this subterfuge 
and purchases only the leaders, the 
wisdom of continuing to utilize loss 
leaders as attractions has been ques- 
tioned. As for the general run of 
prices, the survey by Dr. R. S. Alex- 
ander of approximately 1,000 retail- 
grocery outlets, both independent and 
chain, in New York City has proved 
that on the 50 articles priced in this 
territory there was only a very slight 
margin in favor of the chains as against 
the prices of the independents.* As 
for the reputed low salaries to clerks 
and managers, it is apparent that in 
the competition for employees the 
chains would be unable to retain these 
workers if they were not paid a wage 

* Journal of Commerce, New York, Vol. 140, #10,838, 
Mar. 2, 1929, p. 9. But see Taylor, Malcolm D., 
“Prices in Chain and Independent Grocery Stores in 
Durham, North Carolina,” Harvarp Business 
Review, July, 1930, for quite different conclusions. 
Criticisms of such price-comparisons stress the fact 
that they are based only on a restricted list of com- 


modities, in the handling of which the chain store has 
an admitted advantage.—Ed. 


comparable to the position; on the 
other hand, the chain organizations 
obviously can not afford to pay their 
employees more than their true worth 
and ability justifies. 

On the whole, therefore, it appears 
that the indictments against the chains 
are not serious, although it is granted 
that in some isolated situations the 
charges may be quite true and impor- 
tant and the results to the community 
most unfortunate. The independents 
made the mistake in the majority 
of cases of attempting to meet the 
chains by publicity and arguments 
alone and on the mistaken conception 
that increased purchasing power alone 
augured success, rather than along 
the lines of a revision of the merchan- 
dising policies which had been followed. 
So likewise must the chains realize 
that organized attacks are not their 
only problems. 


Independent Organizations 


Now, however, the more intelligent 
independents have begun to fight back 
by adopting the principles of the chain 
both in groups and alone, and a more 
efficient distribution system is being 
established. As a result, the chains 
are losing some of the advantages 
which have been largely responsible for 
the rapid expansion and growth of the 
chain organization. ‘The simplest type 
of independent organization is that 
which is formed for defensive purposes 
alone, fighting the chains by mere 
publicity and broad accusations. This 
form of defense has been promulgated 
by W. K. Henderson of radio station 
KWKH, and it has been reported 
that there are over 260 of these 
Merchants Minute Men organizations 
now in existence. The activities in- 
clude the sponsoring of a _publica- 
tion, either newly organized for the 
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purpose or an established paper in sym- 
pathy with their movements, speeches, 
general publicity, and even parades and 
the like. Wholesalers have also been 
active in such movements. Whole- 
sale grocers such as Reid-Murdock 
and Company, Lough-Simpson Gro- 
cery Company, and Watseka Whole- 
sale Grocery Company have been iden- 
tified in meetings of the Merchants 
Minute Men.‘ The futility of such 
demonstrations has been realized by 
the members, and even now the trend 
is beginning to be toward educating 
the merchants to adopt better mer- 
chandising policies. Mr. Henderson 
is selling model-store plans, suggestions 
for stock control and inventory pur- 
chase, and is attempting to bind the 
organization together by having them 
all sell under the banner of the “Hello 
World” trade-mark. Schools for retail 
grocers and their employees have been 
the outgrowth of similar movements, 
the Southern California Retail Gro- 
cers’ Association and the State Asso- 
ciation of Retail Grocers in Ohio 
having been recent sponsors of such 
ventures. 

J. F. Grimes, president of the Inde- 
pendent Grocers’ Alliance, has been 
active in gathering some 9,000 inde- 
pendent retailers into a single organi- 
zation. This body is distinct from 
the first type, in that wholesalers are 
usually included and the chain has been 
established for the specific purpose of 
concentrating purchasing power and 
reducing distribution cost. This type 
is the so-called “voluntary chain” 
which has shown such a remarkable 
growth during the last three years. It 
has been estimated that there are now 
421 such groups in the grocery trade 
alone, comprising a total of more than 





* Printers’ Ink, Vol. CL, #8, February 20, 1930, p. 8. 
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55,000 retailers.° About half of these 
were promoted by wholesalers, and 
the rest were organized by retailers, 
Another example of this type, but 
without any organized wholesalers, js 
the association of 9,000 independent 
Jewish grocers of greater New York. 
This association plans to make the 
contact between the farmer and retail 
grocer more direct and is also planning 
a radio campaign directed against the 
chains, besides being actuated by the 
usual motive of pooling purchasing 
power. 

Besides concentrating purchasing 
power, in order to demand lower prices 
from the manufacturer on a quantity 
basis, the group must take over the 
functions of the wholesaler or include 
established wholesalers in its organi- 
zation. The manufacturer who con- 
tinues to sell to a voluntary chain by 
means of drop shipments to individual 
members and at prices based on the 
total purchases of the organization, is 
obviously pursuing an unwise and 
unsound policy. Sometimes in these 
groups sales are made on a cash-and- 
carry basis, in order to reduce clerical 
expense and to facilitate deliveries. 
The Akron Grocery Company has 
established such a department in its 
wholesale establishment without any 
further effort to organize the indepen- 
dents, but sells weekly leaders at low 
prices to allow these independents to 
purchase and compete with chain lead- 
ers. Other activities of the voluntary 
groups usually include organized group 
advertising, use of store engineers, 
distribution of special publications, and 
in some cases control is concentrated 
and the central office determines the 
leaders and the specials as well as the 





5 Pelz, V. H., The Voluntary Chains (Part 2), 
American Institute of Food Distribution, Inc., New 
York, 1930, p. 9. 
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window displays, inventory policies, 
and the like. 

The main difficulty in such organi- 
zations is, however, in securing the 
proper cooperation. ‘The independent 
is deeply attached to his freedom 
from restraint, which with proper mer- 
chandising is one of his main weapons 
of attack against the chain. Conse- 
quently too much restriction or central 
authority is resented, and suggestions 
are not carried out, thus defeating 
the very purpose of the chain. An 
illustration of this point is the fail- 


asing ure of the voluntary chain of the 


sens Berdan Company of Toledo, Ohio, 
atity where the fundamental reason for the 
| the disintegration of the chain was the dif- 
‘lude ficulty in securing the proper co- 
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ordination among the retail members. 
Personal ownership and initiative are 
decidedly advantageous for the inde- 
pendent, and, granting that proper 
relations can be maintained with the 
other members of the group and that the 
organization as a whole can be molded 
into a compact unit by individual 
cooperation, such a group will create 
intensive competition which the chain 
will find difficult toovercome. But the 
successful voluntary chain must have 
this cooperation, and its success de- 
pends in a large measure on the con- 
centration of power in the central 
office and the strict adherence of 
members to the policies outlined. 

There are various ramifications in the 
types of independent organizations. 
There is, for example, the single whole- 
saler forming his customers into a 
compact group to combat the chain, 
which has been the policy of the Gen- 
eral Grocery Company of St. Louis 
(Mo.), in organizing 600 grocers into 
the mid-western section of the “‘ Nation 
Wide Stores.”’ Distinctive store fronts 
and interiors, elimination of sales- 
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men, leader advertising, booklets, and 
handbills are logical policies of such 
organizations. ‘This procedure is also 
followed where there are several whole- 
salers aligned with the independents, as 
in the Quality Service Stores of Virginia 
and surrounding states. One of the 
most widespread chains of this type is 
the “Red and White” organization of 
Buffalo, under whose banner the estab- 
lished wholesaler and independent re- 
tailer cooperate. The ultimate goal of 
this chain is complete integration in the 
form of the most efficient cooperation 
between the manufacturer, the whole- 
saler, and the retailer. The grouping 
of wholesalers has been most complete 
in the dry-goods trade where over 150, 
representing more than 85% of the 
total volume of sales, have allied them- 
selves in policy with the independent. 
A somewhat different system is that 
of licensing, where an organization 
sells its merchandising plans to the 
retailer and gives him the right to sell 
under the established name. These 
stores are mostly of the self-service type 
and are an outgrowth of the original 
Piggly-Wiggly plan. Although the 
roger interests have succeeded in 
acquiring practically all of the stores of 
this pioneer organization, others of a 
similar type operate under the “ Jitney- 
Jungle,” ‘‘Nifty-Jiffy,’ and “M” 
plans. 


Cooperation of Manufacturers 


Manufacturers have also entered in- 
to the movement in various ways. 
One of the most obvious reasons is 
the desire to increase sales volume, 
as in the case of the F. X. Ganter 
Company, manufacturers of retail-store 
fixtures, which aids the independent in 
store design and management. The 
policy of the Brown Shoe Company is 
somewhat more altruistic, although it 
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also was created to maintain and pos- 
sibly increase sales volume. ‘The latter 
company organized a group of shoe re- 
tailers, with which the company cooper- 
ates in merchandising suggestions, 
store- and inventory-control plans, ad- 
vertising, window trimming, and simi- 
lar services. In return the retailers 
buy exclusively from this manufacturer 
but are perfectly free to withdraw at 
any time they may see fit to do so. 
Another type of manufacturer-inde- 
pendent cooperation is that evidenced 
between the Oshkosh Overall Company 
and its distributors. This manufac- 
turer has definitely advised its dealers to 
sell the company’s product at a loss in 
order to attract business and to enable 
the independent stores to maintain 
their competitive position with the 
stores of the J. C. Penney Company 
chain, which use overalls as a leader. 
In an effort to aid the independents 
further by selling at lower prices, the 
Oshkosh Overall Company has now 
withdrawn its traveling salesmen in an 
effort to reduce expenses. The com- 
pany also aids these independents by 
advising them concerning general 
store management and merchandising 
policies. 

Although there are obvious disad- 
vantages to some of these schemes 
which render them inherently weak, 
nevertheless there are points of strength 
which the chains will find it difficult 
to overcome. This competition will be 
evidenced particularly in the voluntary 
chains, if proper cooperation is achieved, 
where the independents are improving 
themselves in the pursual of more intel- 
ligent merchandising policies both by 
education and by actual experience, and 
where the concentration of efforts is 
on merchandising, which is the real 
problem, rather than on the mistaken 
assumption that the increased purchas- 


ing power assures profits. In such 
organizations lie potentialities which 
will place the independents on a mer- 
chandising par with the chains, with 
the added advantages of personal initia- 
tive, ambition, and owership, intimate 
customer contacts, added service, and 
similar superior characteristics which 
chains will be hard pressed to duplicate. 


Other Problems of Chains 


Not only will the chains find in- 
creased competition from more intelli- 
gent and organized independents but 
there will also be intense competition 
when chain meets chain. The larger 
chains have been spreading rapidly, 
as have the local chains, and with 
more intensive distribution the fight 
for customers will become even more 
severe. Evidence of this is given in 
the fact that, although the number of 
stores controlled by the larger chains 
has been increasing rapidly, the earn- 
ings per store have not been proportion- 
ately advancing.’ Further evidence is 
added by the announcement of the 
financial difficulties of two large chains 
of different types in separated sections 
of the country. The Keystone Stores 
Corporation of Pittsburgh (Pa.), oper- 
ating 230 grocery stores in four states, 
is in the hands of the receivers. The 
Lane Drug Company, operating a chain 
of drug stores in the Southeast, has 
been finding it difficult to pay off its 
bank loans, and an application for 
receivership has been filed against it. 
These facts prove to the independent, 
who has grown so frantic at the mere 
mention of the word “chain,” that large 
organizations are not immune to re- 
ceiverships and financial difficulties by 
virtue of their size alone. 

The overlapping of lines carried by 





6 Printers’ Ink, Vol. CL, #9, February 27, 1939, 
p. 183. 
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different types of chains also will cause 
increased competition. Drug stores, 
not only in their luncheon departments 
but also in some canned foodstuffs 
and similar products, are rapidly en- 
croaching on the grocery field. The 
grocers are reciprocating in some cases 
by the installation of soda fountains 
and by the sale of patent medicines. 
The grocery trade will have even stiffer 
competition should the Packers’ Con- 
sent Decree be vacated and the Big 
Four be allowed to establish grocery 
chains, meat-market chains, or a com- 
bination of both. The variety stores 
are alsoencroaching somewhat upon the 
dry-goods and department stores by the 
sale of cheap goods of standardized sizes. 

As the chains grow and as the stand- 
ards of merchandising among inde- 
pendents steadily improve, the chain- 
store organizations will have a further 
problem in personnel and employee 
morale. As an organization increases 
in size, it is committed more and more 
to standardization and simplification. 
This condition obviously will necessi- 
tate training courses for managers 
and possibly even forclerks. The costs 
of such courses, particularly should 
the labor turnover increase, are likely 
to be exorbitant. There is also the 
possibility that the chains will lose 
the benefits of such training when 
managers leave their organizations to 
start in business for themselves or to 
work with other chains. Although 
it is in the grocery trade that intensive 
training for management of chain stores 
is less important and training courses 
should be less expensive than in other 
types of chains, this type of merchandis- 
ing requires the least amount of capital 
on which an independent can begin 
business for himself and there is the 
possibility that many managers will 
thereby be lost to the chains. 


Furthermore, as the chains grow 
larger, it will be even more difficult 
to inculcate the spirit of achievement 
in employees. In an enormous organi- 
zation an employee will begin to feel 
that he does not have an even chance 
for advancement and that wage in- 
creases are dependent upon things 
other than his own ability and achieve- 
ments. If a chain-store manager is 
noticeably successful it is obvious that 
a chain can not afford to keep him in 
such a position, for his abilities can be 
used to greater advantages in the cen- 
tral office where those principles and 
methods which have made the indi- 
vidual a success can be applied to all 
the stores in the system. There are 
many store managers who feel, how- 
ever, that they are destined for and 
capable of achieving greater things 
than their present position holds for 
them, although they may be definitely 
limited in their abilities. It is this 
problem of keeping such individuals 
satisfied, and yet ambitious, that the 
chains must continue to face in the 
future. 


Legislative Restrictions 


There are many problems in the form 
of legislative restrictions which confront 
the chains. The Federal Trade Com- 
mission is now investigating chains 
and their activities in various parts 
of the country, and it is not at all 
inconceivable that some legislative en- 
actment may be suggested as a con- 
clusion to this survey. In this con- 
nection it is interesting to note that a 
Minneapolis grocer has filed a com- 
plaint against nine chain stores, charg- 
ing that they are operating in restraint 
of trade by fixing prices.’ Although 
there is a possibility that some Federal 
laws may be enacted which will impose 





7IV U.S. Daily 3355, February 3, 1930. 
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undue restrictions on chains, it hardly 
seems logical to believe that such will 
be the case. It is true, however, that 
should the Capper-Kelley price-main- 
tenance bill ever be passed, the chains 
might be restricted somewhat in their 
choice of leaders. The more probable 
solution is that state legislatures will 
pass laws harmful to chains under the 
guise of gross-sales taxes, weight mark- 
ings and other roundabout restrictions. 
State legislative restrictions fall into 
several classes, the most rigid being that 
of complete prohibition of chain-store 
operations in certain sections. Mary- 
land passed such a law in 1927,° but it 
was later declared unconstitutional.® 
The next class is that which tends to 
hamper the operations of a chain or to 
prevent such organizations by restric- 
tions as to ownership, methods of oper- 
ation, or articles sold. Pennsylvania 
enacted such a restriction, making it 
illegal for a drug store to be owned by 
other than a registered pharmacist.’° 
This restriction was directed towards 
the chain drug stores, whose stock- 
holders obviously could not all be 
registered pharmacists. The Supreme 
Court recognized this fact and declared 
that “‘mere stock ownership in a cor- 
poration can have no real or substan- 
tial relation to the public health, 
and the act creates unreasonable and 
unnecessary restriction upon private 
business.”!! Michigan!* enacted a re- 
striction similar to that of Pennsyl- 
vania, but the Supreme Court decision 
cited rendered this invalid also. Ken- 
tucky and Kansas recently attempted 
to restrict the chains in their advertis- 


8 Maryland Acts (1927), Chapter 554. 

® Wall Street Journal, April 27, 1928, p. §. 

10 Pennsylvania St. Supp., 1928, Paragraphs 9377a-!, 
9377a-2. 

1. K. Liggett Co. v. Baldridge, 278 U.S. 105, 49S. 
Ct. §7-60. 

13 Michigan Laws (1927) #359. 


ing by proposing laws requiring that the 
net weight of an article be mentioned 
in an advertisement along with the 
price. These laws were never passed, 
however. In Wisconsin, Ohio, and 
Indiana the Attorneys-General have 
ruled that anti-chain legislation in the 
form as then proposed was uncon- 
stitutional because its basis of classifi- 
cation was arbitrary, discriminatory, 
and had no basis in fact. 


Licenses and Taxes on Gross Sales 


A more definite type of penalty is 
that of the license fee required of chains 
for the stores operated within certain 
states. The Georgia Legislature passed 
a bill in 1927 requiring a license fee of 
$250 per store per annum from every 
chain operating five or more stores." 
In 1929 this was reduced to $50 and 
was later declared valid.44 North Caro- 
lina has a similar tax of $50 per annum 
for each store after the first,!® and 
this tax also has been declared con- 
stitutional."® This later North Car- 
olina law was more successful than the 
first which had been declared uncon- 
stitutional by the State Supreme Court. 
Indiana, Texas, and South Carolina 
have recently begun agitation for such 
taxes, the amount per year increasing 
progressively with the number of stores 
operated. None of these bills has yet 
successfully passed more than one 
branch of the legislature in their re- 
spective states, however. In all there 
were 63 anti-chain bills presented be- 
fore various state legislatures during 
1929, as compared with two such bills 
presented during 1925. It is hardly 


18 Georgia Laws (1927), #398, Paragraph 109, pp. 
89-90. 

MV U.S. Daily 326, April 1, 1930. 

18 N. C. Laws (1929), Section 162, Chapter 345. 

16 Great A.& P. Tea Co., et al., v. Maxwell (Superior 
Court of Wake County), IV U. S. Daily 2180, Dec. 19, 
1929. 














the 
1ed 
the 
ed, 
ind 
ive 
the 
on- 
ifi- 
ry, 








likely that such enactments will gain 
much more momentum, particularly 
where there are local chains, for they 
are also penalized. ‘There is also the 
difficulty of drafting the laws in such a 
manner as to resist court actions. 
Along this same line it is interesting to 
note that some independents in Ohio 
and Louisiana protested pending anti- 
chain bills, claiming that legislative 
backing was not necessary in order to 
compete successfully with chains. 

Georgia has progressed further in the 
anti-chain movement, as has Kentucky, 
by imposing a tax on gross sales over a 
certain figure. Georgia allows a de- 
duction of $30,000 per annum (although 
there has been recent agitation to 
reduce this to $5,000), and taxes manu- 
facturers one-half mill on the dollar of 
gross sales per annum above this 
amount; wholesalers are taxed one mill 
on the dollar above the same amount; 
and the tax on retailers is two mills on 
the dollar, after a similar deduction. 
The Kentucky law charges .05% on 
sales of $400,000 or less annually up 
to 1% on a gross annual volume of 
$1,000,000. 


Probable Future Actions of Chains 


It appears, therefore, that the chains 
have the clearly outlined problem of 
acquainting the public with their real 
value, both for the purpose of holding 
their customers and maintaining their 
sales volume and also to prevent public 
sentiment from being concretely molded 
against them in the form of laws, 
organizations, and the like. This prob- 
lem has been recognized in part by the 
National Chain Store Association which 
has recently appropriated $250,000 to 
finance a program of “education” dur- 
ing the coming year. These expendi- 
tures will take the form of paid adver- 
tising, press dissemination, a speakers’ 
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bureau, lobbying, and research. It 
is obvious that such work must be 
carefully controlled and tactfully ad- 
ministered, for publicity such as this, 
if carried out in an improper fashion, 
may be the spark which will kindle a 
flame of resentment and indignation 
in the public where now it is merely 
dormant under a shell of indifference. 
The Great Atlantic and Pacific Tea 
Company is also following a_ policy 
somewhat comparable to this. Re- 
cently this organization, realizing there 
was more to merchandising and dis- 
tributing their goods than mere price 
appeal, began a series of institutional 
advertisements and is offering informa- 
tion about its organization which for- 
merly was kept quite confidential. 

In the past there have been other 
cases of trades and industries which 
have faced hostility based on prejudice 
and have successfully eliminated it by 
honesty and frankness, both in adver- 
tising and in their relations with the 
public. The chains, either banded to- 
gether or individually, must follow a 
similar path; such an action should be 
not merely defensive but a progressive 
movement towards acquainting the 
public with the real reasons for the 
economic usefulness of chain stores. 

In following this same general prin- 
ciple, it will be necessary for the chains 
to give more intensive thought to the 
problem of molding their individual 
stores to fit as nearly as _ possible 
into the life of the communities they 
serve.” This result may be brought 
about through chamber-of-commerce 
memberships, charitable donations, ac- 
tive participations in movements for 
community betterments, and the like. 
Montgomery Ward has adopted the 





17See National Bureau of Economic Research, 
Corporation Contributions to Organized Welfare Services. 
New York: 1930. 
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policy of paying the membership fees 
in the local chambers of commerce 
for its managers. Active participation 
in the drives of such organizations will 
be dangerous in case the chamber 
is attempting to procure money with 
the intention of persuading a manu- 
facturer or distributor to locate a new 
plant in that specific community, for 
the chain will have stores in other 
communities attempting to secure the 
favor of that same manufacturer. In- 
telligent townsmen will recognize this 
fact, but there is a possibility that some 
dissension will arise. 

The chains may have to adopt 
the policy of the S. S. Kresge Company 
in making charitable donations. This 
company turns over a fixed percentage 
of the sales of the individual stores to 
be distributed at the discretion of the 
managers. 

It would hardly be desirable for the 
chains, in an attempt to solve the 
personnel problem, to inaugurate a 
system of profit-sharing and a partici- 
pation in the formulation of policies by 
the individual store managers. Such 
an arrangement would ultimately pro- 
duce insurmountable difficulties along 
such lines as supervision, credit or sales 
policies, control of stock and inventory 
purchases, and the like. The only 
solution to the personnel problem will 
be increased cooperation between the 
central office and the individual stores, 
appreciation to a greater degree of 
the human aspect by the executives 
and supervisors, and the development 
of statistical methods of comparison 
whereby individual efforts and abilities 
are brought into focus more clearly 
than at present. 

The chains must also be extremely 
tactful in attempting to prevent legis- 



























lative enactments. Here again, jjl- 
advised moves and publicity by the 
chains can do much to further the cause 
against them. A more logical pro- 
cedure would be to attempt to mold 
public opinion to a point of sympathy 
with the chains and an appreciation of 
their value and to cause this sentiment 
to emanate from other sources and 
subsequently spread throughout the 
legislative bodies. Such a_ method, 
although somewhat slower, is decidedly 
preferable to open lobbying. 


Summary 


Finally, the chains must realize that 
there are other appeals besides low 
prices resulting from efficient mer- 
chandising. The chain stores must 
obviously continue to distribute stand- 
ardized articles which have a rapid 
turnover, while the independents will 
compete with them by handling more 
specialty articles and with added ser- 
vice and more personalcontacts. There 
is clearly room for numerous outlets of 
both types in the distribution system 
as a whole, when these outlets are 
efficiently and intelligently managed. 
There never has been and never will be 
any room for the inefficient and poorly 
managed independent store relying on 
public sympathy and legislative pro- 
tection or for the inefficient chain 
organization relying on size alone. 
Thus the independent can wage com- 
petitive war against the chain in the 
same territory and furthermore can 
defeat the chains in the many areas 
where, because of insufficient purchas- 
ing power, it would be unprofitable for 
chains to penetrate and yet where the 
independent stores operated by families 
of the community may be supportde. 
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By JACOB 


the Atlantic by the Bremen and 

Europa have demonstrated to the 
world the most remarkable recovery 
of the German merchant marine after 
the War. The pride which the German 
people have always taken in their 
merchant marine is well known, and the 
surrender of their ships after the Armis- 
tice was one of the hardest conditions of 
the Peace Treaty. Germany’s mer- 
chant fleet before the War was an 
important factor in her economic life. 
Not only did it serve as a means of 
spreading German trade, but its in- 
come as a carrier of the trade of 
other nations constituted a substantial 
amount of Germany’s balance of pay- 
ments. This is illustrated by the fact 
that the profits of German shipping 
contributed about 300 million marks, 
among the other invisible items, 
towards the payment of an unfavorable 
trade balance of 672.5 million marks 


in 1913. 
German Shipping during the War 


German shipping had taken on an 
amazing development before the War. 
Its tonnage was second only to Great 
Britain’s, increasing from about two 
million gross registered tons in 1896 to 
about five and one-half million in 1914. 
The War interrupted the activities of 
the German merchant marine almost 
entirely. A large number of vessels 
were in neutral ports or sought refuge 
there, while others were confiscated or 
sunk by the Allies. The losses of 
tonnage during the War and the com- 


f i= record-breaking crossings of 


THE RECOVERY OF GERMANY’S MERCHANT 
MARINE AFTER THE WAR 


MAGNES 


pensation to Neutrals for sinkings by 
German submarines amounted to 847 
ships with 2,739,582 gross registered 
tons. The number of new ships built 
during the War was 63 with 380,658 
gross registered tons. At the end of 
the War, therefore, the German mer- 
cantile fleet emerged with 1,604 ships 
with a gross registered tonnage of 
3,100,372. 

Although transatlantic shipping suf- 
fered the most from suspension during 
the War, the traffic on the Baltic Sea 
could be carried on at good profit by 
the comparatively small companies con- 
cerned. The articles carried were 
mainly ore, lumber, and coal. German 
ships also plied between Holland and 
Sweden. 

The large shipping companies, on 
the other hand, were entirely unable to 
continue the service of their lines. 
Their administrations were, therefore, 
looking for ways to carry over their 
businesses to the coming peacetime. 
The excellent organization of these 
companies was a great asset in their 
undertakings in new fields. ‘The Ham- 
burg-American Line offered itself to 
supply the German Navy with pro- 
visions. The same company was also 
one of the founders of the forerunner of 
the Zentral-Einkaufs-Gesellschaft, the 
Reichseinkaufs-Gesellschaft, in 1914. 
The North German Lloyd kept its 
officials busy by taking over the con- 
siderable money transfers from the 
United States to the enemy territories 
occupied by German and Austrian 
troops. In 1916 the Hamburg-Ameri- 


57 

















58 HARVARD BUSINESS REVIEW 


can Line and the North German Lloyd 
established a department under the 
name of Deutsches Retse-Bureau G.m.- 
b.H. (later Mitteleuropaeisches Retse- 
Bureau G.m.b.H.), which was charged 
with the sale of railroad tickets. The 
companies received payment from the 
German Navy for the chartered boats. 
However, the rates paid were inade- 
quate, considering the high freight 
rates in the world market. 

Thus the German shipping compa- 
nies managed to pilot their organi- 
zations safely through the wartime, 
ready to resume their work after peace 
had been concluded. But the peace 
was different from what had been 
expected, the provisions for the sur- 
render of the merchant fleet being 
especially crushing. The Peace Treaty 
deprived Germany of almost her entire 
tonnage, not a single ocean liner being 
among the ships left to her. It simply 
meant that Germany had not only lost 
an important source of income in the 
form of freight and passenger rates, but 
that in the future she would have to 
carry on her own trade with foreign 
ships, for the services of which the 
rates had to be paid in foreign exchange. 
This condition constituted a heavy 
burden in the time of the post-war 
monetary inflation. Consequently, the 
German shipping circles immediately 
began to make energetic efforts in the 
direction of reconstruction of their 
fleets. 


Early Financing by the Government 


It would be incorrect to say that the 
decision to reconstruct the German 
merchant marine was entirely due to 
Germany’s total loss of her ships 
as a consequence of the Peace Treaty. 
While naturally no one could foresee 
the surrender of the fleet, the enormous 
losses sustained by German shipping 


during the War through sinkings and 
confiscations by enemies, induced re. 
sponsible people even during the War to 
take measures to rebuild the merchant 
marine. Aside from shipping compa- 
nies, the German Government and the 
export and import trade also took the 
keenest interest in this. 

The whole problem of the recon- 
struction of shipping rested upon the 
question as to how to arrange the 
financing. After long negotiations be- 
tween the Government and shipping 
companies, the first milestone reached in 
the matter of the finances was the pass- 
ing of the Bethilfegesetz fiir die Wieder- 
herstellung der deutschen Handelsfotte 
(Bill of Assistance for the Reconstruc- 
tion of the German Merchant Fleet) 
of November 7, 1917. According to 
this law a shipping company, building 
a new ship in place of one lost, could 
get a subvention from the Government 
amounting to the peace value of the 
vessel. Under certain conditions this 
sum could be raised by 20% to 70%. 
The provisions of this law were entirely 
inadequate as a help to the shipping 
companies, due to the fact that the 
costs of construction of ships had risen 
to about three times the amount of 
the peacetime costs. Nevertheless, the 
law was considered a good start. Con- 
sequently, the Hamburg-American Line, 
the North German Lloyd, and the 
Hamburg-South American Steamship 
Company contemplated the construc- 
tion of new vessels totaling 920,000 
gross registered tons. The complete 
execution of this program threatened 
to be abandoned on account of the 
revolution which had broken out in 
November, 1918, bringing great in- 
creases in the cost of wages and mate- 
rial. The Federal Government, which 
was concerned to give employment 
to shipyard laborers discharged from 
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the army, requested the companies to 
proceed with the building, promising a 
later settlement relating to the govern- 
mental aid. 

The increase in the cost of building 
resulted in a convention between the 
Reich’s Minister of Finance and the 
Shipping Association on February 27, 
igig. The terms of this Ueberteuer- 
rungsabkommen (Extra-expense Agree- 
ment) have never been published by 
the contracting parties. It contained 
the following stipulations: 

(1) The shipping companies must 
continue to build ships, thus giving 
employment to the shipyards. 

(2) A commission consisting of a 
representative of each: the Commis- 
sioner of Demobilization, the Reich’s 
Minister of Reconstruction, the War 
Association of German Shipping Com- 
panies and the shipyards shall outline 
a building program. Each shipping 
company is bound to this program 
unless prevented by financial reasons 
in spite of governmental aid. 

(3) The Reich promises to underwrite 
those costs which can not be paid on 
account of high prices for materials, 
wages, etc. 

(4) The refund to the Reich has to be 
effected in such manner that the com- 
panies shall try to return the amount, 
surpassing 50% of the additional costs, 
within four years. Of the rest, 30% 
shall be payable in five yearly instal- 
ments, beginning after the tenth year 
after the taking into service of each 
ship. 

This convention referred to all ships 
which were under construction on No- 
vember 28, 1918, and to those which 
had been ordered between February, 
1919, and October 31, 1919, and 
finished February 1, 1924. The build- 
ing program consisted of 370 freighters, 


67 combination freight-and-passenger 
boats, 20 sailing vessels, I tug, 20 
barges and 2 iron-concrete freighters. 
Amendments to the convention were 
made on March 15, 1919, and May 22, 
1920. 

But all this could not be considered 
a settlement of the demands of the 
shipping companies for their losses 
from the War and the Peace Treaty. 
A final compensation had still to be 
effected, in spite of the fact that the 
Federal Government had founded the 
Reedereitreuhand Gesellschaft m. b. H. 
(Shipping Trust Company) in Sep- 
tember, 1919, through which the Reich 
was to pay the claims. After the 
Government had offered terms con- 
sidered entirely unsatisfactory by the 
shipping companies, the latter under- 
took to enlist public opinion in their be- 
half. At last the companies were able 
to conclude with the Reich the Reederei- 
abfindungsvertrag (Shipping Compensa- 
tion Agreement) of February 27, 1921. 
The Ausfihrungsvertrag (the stipula- 
tions for carrying out the Compensation 
Agreement) and the Schlussprotokoll 
(Final Protocol) were appended on 
April 22, 1921. This agreement, too, 
has never been published officially. 
The entire sum of compensation was 
fixed at 12 billion paper marks (at that 
time about 200 million dollars) from 
which all previous payments for com- 
pensation of any kind were to be 
deducted. Accordingly there remained 
as a total compensation by the Reich, 
after the deduction of 4.645 billion 
paper marks (about 75 million dollars) 
already paid, the amount of a little less 
than 7.95 billion paper marks (125 
million dollars). This money was to 
be paid in instalments and, according 
to the Schlussprotokoll, was to be dis- 
tributed in billion paper marks as 
follows: 
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For new constructions. |2.67|1.68|1.18/0.92/0. 40 


For purchases in foreign 


COUNETIOS. 0.050500 0. 40/0. 30/0. 20/0. 10|0. 10 
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The terms of distributing the money 
show clearly that the Reich was con- 
cerned less with its obligation to com- 
pensate the shipping companies than 
with the rebuilding of the now almost 
non-existing merchant fleet. This be- 
came evident by the obligation on the 
part of the Reedereitreuhand Gesell- 
schaft to build 2.5 million tonnage- 
carrying capacity within I0 years. 
However, a company which did not 
take part in the work of reconstruction 
was to receive only the value of the 
tonnage lost as per July 25, 1914, 
or the actual cost of those ships if 
bought or built after that date. The 
Reedereitreuhand Gesellschaft was charg- 
ed with the execution of the agreement 
by forming committees of distribution, 
control, and construction. According 
to Article IX of the Compensation 
Agreement, 95% of the shipping com- 
panies were required to ratify this 
agreement before April 1, 1921. This 
was accomplished on March 19, 1921. 


Later Adjusted Subvention Programs 


On April 19, 1921, the Schiffsbautreu- 
hand Bank G.m.b.H. (Shipbuilding Trust 
Company) was founded by the Federal 
Government, shipping companies and 
shipyards, for the purpose of promoting 
the reconstruction of German shipping. 
However, the troubles of the new bank 
began immediately, owing to the esti- 
mate of the costs of construction for 
1921 at 6 billion paper marks (100 mil- 
lion dollars), while the quota allotted 














to that year was only 2.67 billion paper 
marks. To make matters worse, bills 
presented by the shipyards, amounting 
to one billion paper marks, had be- 
come due. In order not to interrupt ms 
the work entirely, the Reich consented 
to pay an advance of one billion paper 
marks less a discount of 23¢% against 
the budget of the years 1922-24. Fur- 
ther, instead of effecting the payment 
for 1921 in four equal instalments as 
provided for, it was to be made on the 
basis of 60%, 15%, 13%, and 12%. 
Consequently the payments of the 
Reich were as follows: 
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Advance of 1 billion paper marks | | 
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Payment April 1, 1921,60%....... 1.500 100.2 
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Payment October 1, 1921, 13%..... 0.325) 10.964) 
Payment January I, 1922, 12%.....|0. 300 4.421) I. 
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However, the continuous depreci- 2 
ation of the mark, with the resulting 
rising prices of construction, was mak- 
ing any calculation illusory. In order 
not to lose the assistance of the Reich 
entirely, the shipping companies ap- 
proached the Government again with 
regard to the payments. Upon these 
representations, which also disclosed 
the fact that the amount due for 1922 
had a value of only four million dollars 
on April I, 1922, a sum entirely too 
low to carry on a building program on a 
large scale, the Reich declared its 
readiness to turn over the entire sub- 
vention money in quicker succession. 
The new payment plan provided for 
five quarterly instalments of 776 mil- 
lion paper marks each. These were 
effected on the following dates: 
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July E, SS cc ccnciceind 10.776, 8.168)/1.900 
October 2, 3982.........005| |0.776| 1. 81100. 430 
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No discount was deducted from these 
sums. It is unnecessary to emphasize 
the fact that the money received from 
the Government was considerably be- 
low the costs of the ships already 
ordered at the shipyards. As early 
as April 1, 1922, these amounted to 15 
billion paper marks, a situation which 
necessitated the cancelation of many 
orders. 

Due to the inflation of the mark, 
it became obvious that the shipping 
companies would be unable to ac- 
complish their reconstruction program. 
The additional costs were estimated at 
24 billion paper marks according to the 
situation in August, 1922. Renewed 
negotiations with the Federal Govern- 
ment resulted in leaving the settlement 
of the whole question to a court of 
arbitration. ‘The court was in session 
in Hamburg on September 22 and 23, 
1922. Apart from the problem of 
finding a way of adjusting the aid of 
the Reich to the actual conditions of the 
German currency, the court of arbi- 
tration had to decide on other points 
of disagreement between the Reich and 
the shipping companies. ‘There was 
the question whether the payments 
due to the Shipping Compensation 
Agreement included the embargo ships 
seized by enemies or whether these 
losses should be credited to the shipping 
companies on the reparation account. 
Another controversial point was the 
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actual return of ships by the Reich to 
the companies. 

The verdict of the court of arbi- 
tration directed the Reich to pay an 
Erganzungsabfindung (supplementary 
compensation) of 18 billion paper 
marks, to be adjusted according to the 
scale of wages. The amount requested 
had been 24 billions. The supple- 
mentary compensation was payable in 
instalments from September 25, 1922, 
to March 15, 1923. The decision of 
the court in the other cases was in 
favor of the Reich. The subvention 
subsequently paid amounted actually 
to more than 104 billion paper marks 
and not to 18 billions, owing to the fact 
that the sum of the instalments was 
adjusted to the depreciation of the 
mark. Judged by a gold standard the 
total amounted to the gold rate of 18 
billion paper marks at the time of the 
verdict by the court of arbitration. 
The payments of the Reich were 
effected as follows: 
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ebruary 15, 1923 2 32.866) 7.079) 1.681 
March 15, 1923 I 23. oor] 4.708) 1.121 _ 
18 104. 141/53. 53. 837/12. 809 














The obligation of the Reich thus 
having been fulfilled, the German mer- 
chant marine could show new construc- 
tions in 1924 amounting to 2.1 million 
gross registered tons (the ratio between 
gross registered tons and carrying ca- 
pacity is two to three). The planned 
quota of 2.5 million carrying capacity 
for a period of 10 years had been con- 
siderably surpassed within two years. 
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The stabilization of the mark in the 
latter part of 1923 had eliminated one 
of the worst evils and disturbances in 
the reconstruction of the merchant 
marine. The shipping companies now 
were freed from the consequences of 
the violent fluctuations of the German 
currency. Moreover, after the assis- 
tance of the Reich had ceased with the 
completion of the agreed payments, 
quiet monetary conditions were needed 
more than ever for the development of 
reconstruction. In certain respects the 
stabilization of the mark had its dis- 
advantages. ‘The inflation had enabled 
the companies to compete favorably 
with non-German shipping, due to the 
possibility on the part of the German 
shipping companies of charging lower 
rates. The mark stabilization elimi- 
nated this. The keenness of the com- 
petition of foreign shipping was inten- 
sified by the actions of foreign 
governments in granting subventions 
to their mercantile fleets. Thus 
France, Spain, Italy, and in particular 
the United States of America, expended 
large amounts in the interests of their 
national shipping. New building of 
ships was assisted in Great Britain 
by the Trade Facilities Act providing 
for loans at low rates. 

At the end of 1924, conditions in Ger- 
man ship-building looked very grave. 
The discharge of thousands of working 
men in the shipyards with its serious 
economic and political consequences 
was imminent; therefore, in order to 
avoid a crisis, the German Government 
decided to come again to the assistance 
of the merchant marine. The action 
on the part of the Government con- 
sisted of reserving 50 millions of Reichs- 
mark from the Productive Unemploy- 
ment Fund for this purpose. The 
money available was utilized for loans 
for the construction of ships. The 


loans were granted up to 50% of the 
costs of construction of the ships, 
The interest charged by the Reich 
was below the ordinary bank rate. 
Although the shipping companies had 
to procure for themselves the other 
50% of the costs at the prevail- 
ing rate, the loans of the Reich were 
of considerable help. The action of 
the Government was continued on a 
similar line in 1927, when unemploy- 
ment again threatened in the ship- 
building industry. 

The history of the post-war develop- 
ment of the German mercantile marine 
shows that its recovery was effected 
without government subvention. The 
compensation for the lost vessels was 
by no means a subvention, and equally 
the loans granted after 1924 were for 
the purpose of avoiding unemployment 
in the shipyards. 


The Financing by the Shipping Com- 


panies Themselves 


In addition to the money received 
from the German Government, the 
shipping companies themselves con- 
tributed to the capital necessary for 
the reconstruction of their fleets. We 
have mentioned before that the com- 
panies tried every means to hold their 
own through various enterprises during 
the War period. The inflation period 
also required particularly prudent man- 
agement. The sources from which the 
companies derived their profits, later 
used for the work of reconstruction, 
were manifold. 

The large companies which were in 
possession of repair shops, piers, ¢tc., 
had no possibility of utilizing them 
after the Peace Treaty had robbed 
them of their ships. The shipping 
companies, therefore, formed new con- 
cerns under their control through which 
substantial profits were realized by 
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making use of these workshops. An- 
other lucrative branch of the activities 
of the shipping companies immediately 
after the War became possible due to 
the appearance of American and Japa- 
nese ships in German ports. The 
merchant marines of these two nations 
had increased considerably during the 
War. German companies acted as rep- 
resentatives of American and Japanese 
lines. ‘They were also agents for Eng- 
lish and Dutch shipping concerns. 
However, after German shipping had 
been resumed, the representation of 
foreign companies by German com- 
panies decreased largely. 

Enormous profits were made as soon 
as shipping had resumed its activities on 
a larger scale. ‘These profits must be 
attributed to the mark inflation. While 
the companies were charging their rates 
in pounds sterling or dollars, most of the 
running expenses of their ships as, for 
example, supplies and wages, were in 
German paper marks. The fact that 
the companies benefited from the dis- 
crepancy between German and foreign 
costs is one of the chief reasons for the 
comparatively rapid recovery of Ger- 
man shipping. 

The money condition in Germany 
also accounts for the fact that the 
large companies went into the money- 
lending business, charging high dis- 
count rates which yielded large profits. 
The banking business, however, was 
quite risky and required great prudence, 
for there were also cases of great losses 
to certain companies. Several other 
companies were interested in hotel 
enterprises and air-lines. 

The shipping companies had great 
assistance through their connections 
with the so-called “heavy industries” 
(steel, iron, mining), which had become 
exceedingly rich and powerful during 
the War. Loose connections between 
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shipping and the heavy industries had 
already existed in a few instances 
before and particularly during the War. 
These connections were intensified after 
the War, as for example, those of the 
Haniel group and the Allgemeine Elek- 
trizitats Gesellschaft with the Hamburg- 
American Lines, of Friedrich Krupp 
with the North German Lloyd, and of 
the Henschel Lothringen concern with 
the German Australian Line and the 
Kosmos Line. The good relations be- 
tween Hugo Stinnes and the Hamburg- 
American Line and the North German 
Lloyd which had begun during the 
War on the initiative of the director- 
general of the Hamburg-American Line, 
Albert Ballin, were ruptured after 
Stinnes had started to monopolize the 
South-American business in 1921. 

The concern of Thyssen and Com- 
pany also had connections with ship- 
pingin Bremen. The heavy industries 
were among the outstanding factors 
of the recovery of the German merchant 
marine, although the help accorded 
shipping was not on charitable grounds. 
The powerful German trusts were con- 
spicuous in bringing various industries 
under their control. They, therefore, 
gladly seized upon the opportunity to 
extend their grip on shipping. ‘This 
field promised large profits, due to 
the fact that the cost of upkeep was in 
paper marks while the receipts were 
in highly valued foreign exchange. 
Furthermore, the heavy industries in- 
tended to utilize the shipping lines 
to promote the sale of their own prod- 
ucts by conquering foreign markets. 
The shrewd policies of the heads of 
the shipping companies, however, suc- 
ceeded in guarding their independence. 
The advantage attained from the heavy 
industries enabled the shipping com- 
panies to finance their enterprises to 
a large extent. The heavy industries 
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took over large issues of stock of the 
shipping companies and also granted 
them loans. For obvious reasons it 
is not possible to ascertain the exact 
amounts involved in these transactions. 
With the stabilization of the mark the 
connection between shipping and the 
heavy industries lessened considerably. 


The Recovery of German Shipping 


As to the actual reconstruction of 
the German merchant marine, it must 
be borne in mind that it had to be 
started from the beginning. The pre- 
war standing had been completely 
cut off, owing to the war losses and the 
surrender of the remaining ships to 
the Allies. The shipping companies 
intended to build up a new fleet which 
not only would be adequate to their 
needs but which would also be able to 
compete successfully with a greatly 
increased world tonnage. About two 
decades preceding the War, the P-class 
steamers of the Hamburg-American 
Line and the Barbarossa-Class of the 
North German Lloyd initiated the 
combination of passenger liner and 
freighter. Although the speed was 
reduced somewhat, as compared with 
that of the express liners, the new 
ships had the advantage of greater 
stability and safety. The next step 
in the development of transatlantic 
liners was to that of the type of the 
Kaiserin Auguste Viktoria and the 
Amerika of the Hamburg-American 
Line and the George Washington of the 
North German Lloyd, ships which were 
much larger in size and speed. The 
years immediately preceding the World 
War saw the completion of the giant 
liner Jmperator (Berengaria), while the 
Vaterland (Leviathan), Bismarck (Ma- 
jestic), and Columbus (Homeric) were 
still under construction at the time of 
the outbreak of the War. ‘These ships, 


now in English and American hands, 
are marvels of modern technique. 

In order not to risk everything on 
account of the unstable political and 
economic conditions in the first years 
after the War, the new constructions 
were of medium size. So the Albert 
Ballin, the Deutschland, the Hamburg, 
and the New York of the Hamburg- 
American Line are 21,000 gross regis- 
tered tons, and the Miinchen, the 
Stuttgart, and the Berlin of the North 
German Lloyd are about 15,000 gross 
registered tons. An exception was the 
new Columbus of the latter line, measur- 
ing 32,000 gross registered tons. These 
boats are examples of convenience and 
stability. The building of the North 
German Lloyd culminated in the Bre- 
men and Europa (46,000 gross regis- 
tered tons) representing at present 
the highest type of transatlantic liners 
in comfort and speed. 

For the South American traffic the 
new constructions in the immediate 
post-war period are the Cap Norte 
(14,000 G. R. T.), the Antonio Del- 
fino (14,000 G. R. T.), the Cap Polonio 
(20,500 G. R. T.), and the Cap Arcona 
(26,000 G. R. T.) of the Hamburg- 
South American Steamship Company, 
and the steamers Sierra Cordova, Sierra 
Morena, and Sierra Ventana (11,500 
G. R. T.) of the North German Lloyd. 
Smaller ships were built for service with 
Africa and the Far East. 

A step forward was the abolition of 
steerage in favor of extended third- 
class and tourist-class facilities. This 
change enables less prosperous people 
also to enjoy ocean travel. Predom- 
inantly third-class boats are the Ham- 
burg-American boats Bayern, Baden, 
and Wéiirttemberg (9,000 G. R. T.) 
going to South America, and the Koln 
and Krefeld (9,200 G. R. T.) belonging 
to the North German Lloyd. 
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Most of the new constructions were 
cargo boats. The greatest care was 
taken to build them in the most 
rational manner and to equip them 
with the most efficient machinery. 
The result is that the cargo ships of the 
German mercantile fleet are of the 
highest quality. 

It must be remembered that the 
realization of the building program 
proceeded under very difficult con- 
ditions. In addition to the impossi- 
bility of forecasting the exact costs 
of construction, the first years after 
the end of the War witnessed great 
unrest among the workers. Frequent 
strikes of the shipyard laborers, grow- 
ing out of demands for higher wages 
and from radicalism, interrupted the 
work. Moreover, the efficiency of the 
working man, as compared to pre-war 
standards, had at first diminished as a 
consequence of the War and because 
of the changed political and economic 
conditions. ‘Taking all these factors 
into consideration, the number of new 
constructions is remarkable. 

The depression in world shipping 
following the boom of the war period 
enabled the young German merchant 
fleet to enlarge its tonnage consider- 
ably. This opportunity came after 
English ship owners had decided in 
August, 1920, to sell their share of the 
surrendered German ships. German 
shipping companies thus succeeded in 
buying a large number of these ships. 
The purchases amounted to 130 ships 
with a tonnage of 491,567 up to June 
30,1922. The attitude of the German 
Government toward the “‘importation” 
of these repurchased ships was unfavor- 
able. In April, 1920, the Aussenhan- 
delsstelle fur Schiffe (Office of Foreign 
Trade with Ships) was formed and 
published a few regulations, among 
them the restriction of the tonnage 


of such purchases to 150,000 gross 
registered tons yearly. 

In this connection there must be 
mentioned the following peculiar con- 
dition which had its cause in the mark 
inflation. Non-German shipping com- 
panies, which could not do business on 
account of the bad situation in the 
freight market, had their ships tempo- 
rarily entered into German registry in 
the name of German companies, in 
order to be entitled to the use of the 
German flag. The advantage consisted 
in the possibility of running their 
ships at lower costs, since they could 
receive their supplies in German ports 
and hire German crews. These foreign 
firms were chiefly Swedish and Danish, 
but one English shipping company also 
is said to have indulged in this practice. 
This temporary registry was permitted 
by the Aussenhandelsstelle fur Schiffe, 
provided that the ships were sticken 
from the registry after three years. 

The world now saw the remarkable 
spectacle of the German mercantile 
marine, through new constructions and 
purchases, rising from practically noth- 
ing at the end of the War, to a gross 
registered tonnage of about 4.2 millions 
in 1930. 


The Policies of the Shipping Companies 


The same foresightedness of the 
managements of the German shipping 
companies, which enabled them to sur- 
vive the War, and to obtain consider- 
able assistance from the Government 
for their reconstruction, was also instru- 
mental in their recapturing much of the 
business in the post-war period. While 
the reconstruction of the fleet pro- 
ceeded gradually, the companies tried 
every means to rebuild their business. 
The most conspicuous steps in this 
direction were (1) joint operation with 
foreign companies, (2) joint operation 
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among German companies, and (3) con- 
centration within German shipping. 

The most important of the agree- 
ments concerning joint operation be- 
tween German and foreign companies 
were those with American shipping. 
These connections were initiated by the 
United States Shipping Board which 
approached the Hamburg-American 
Line in 1919. The Shipping Board 
conceived the idea of a combination of 
the experienced German organization 
and the newly created American mer- 
cantile fleet. The negotiations resulted 
in an agreement in June, 1920, between 
the Hamburg-American Line and the 
American Ship and Commerce Cor- 
poration of the Harriman interests, 
later the United American Lines. This 
agreement stipulated joint operation on 
all pre-war routes of the German line. 
Each party was to contribute up to 
50% of the tonnage, and all facilities of 
the parties in the agreement were open 
for mutual use. While the United 
American Lines had charge of the 
business in the United States, the 
Hamburg-American Line attended to 
all affairs in Germany. There was 
no condition about investment of capi- 
tal in any form. The time limit of 
the agreement was to be 20 years, 
with the option of renewal. The Ship- 
ping Board gave its consent to the 
agreement on September 15, 1920. 

The agreement between the Ham- 
burg-American Line and the United 
American Lines was severely attacked 
both in Germany and in the United 
States. In the United States the 
critics claimed that the Germans would 
take control of American shipping; the 
German opponents voiced their pro- 
tests mainly against the long duration of 
the contract. However, the agreement 
ended prematurely in 1926. The con- 
ditions in German shipping had changed 
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so much in the course of the few years 
that the Hamburg-American Line 
considered its collaboration with the 
American company burdensome. The 
German line, therefore, utilized the pro- 
vision in the agreement governing the 
right of withdrawal from the contract 
if conditions should change radically, 
The Hamburg-American Line there- 
upon purchased the three ships of 
the Harriman interests, Reliance, Reso- 
lute, and Cleveland. 

The North German Lloyd also at- 
tempted to regain its North Atlantic 
business through alliance with Ameri- 
can shipping. It succeeded in conclud- 
ing, on August 27, 1920, an agreement 
with the United States Mail Steamship 
Company which had at its disposal 
I5 steamers chartered from the Ship- 
ping Board. The position of the North 
German Lloyd in this agreement was 
not so favorable as that of the Ham- 
burg-American Line with the United 
American Lines. The United States 
Mail Steamship Company was virtually 
given all control in the traffic. On the 
other hand, the agreement was to 
terminate January 1, 1926. In 1921, 
the American company went into bank- 
ruptcy and its steamers were taken 
back by the Shipping Board. The 
Board then gave these boats to three 
shipping companies which established 
a common service under the name of 
the United States Lines. New negoti- 
ations between the United States Lines 
and the North German Lloyd resulted 
in a new agreement in the middle 
of 1922. Neither the North German 
Lloyd nor the United States Lines 
revealed much of their agreement. 
The little that transpired indicates that 
the new agreement was for 10 years. 
While the North German Lloyd could 
renounce the agreement after at least 
one year’s notice, the United States 
































Lines could withdraw at any time 
without compensation, if the Shipping 
Board should demand back its ships. 
On the whole the position of the Ger- 
man Company improved considerably 
as compared with its previous contract. 
Since 1920, the Hamburg-American 
Line and the North German Lloyd 
have also made agreements with the 
English companies, Alfred Holt and 
Company, Liverpool, and Ellerman 
Bucknell Steamship Company, London. 
These connections were not so far- 
reaching as those with the American 
companies. They referred merely to 
rates and sailing dates in the service 
with the Far East. After 1922, the 
North German Lloyd, the German- 
Australian Steamship Company, and 
the Holt Line established an alternate 
service with Australia. 

Of very great importance also was 
the combination within German ship- 
ping. It was recognized that, in order 
to build up German shipping, competi- 
tion had to be restricted to a mini- 
mum. The forms of combination were 
of various kinds. The German term 
Betriebsgemeinschaft (common oper- 
ation) can mean more or less strong 
connections. The Betriebsgemeinschaft 
may consist of a common service on a 
certain route and also of an agreement 
between one or more lines as to a 
peaceful division of territory for each 
line. At times the Betriebsgemeinschaft 
can hardly be distinguished from a 
merger. Alliances of this sort were 
made between the Kosmos and the 
German-Australian Steamship Com- 
pany, the Wé6rman Line and the German 
Africa Line, ete. The German Levant 
Line was incorporated into the Ham- 
burg-American Line, and the Argus 
into the Roland Line. The latter was 
incorporated into the North German 
Lloyd in 1925, and the same year saw 
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likewise the Steamship Company Horn 
taken over by the Hamburg-Bremen- 
Africa Line. In 1926 the Hamburg- 
American Line took over the German- 
Australian and Kosmos Lines, the 
latter having previously acquired the 
Hugo Stinnes Lines. The result of the 
concentration in German shipping was 
the fact that there remained only three 
outstanding powers: (1) the Hamburg- 
American Line, (2) the North German 
Lloyd, and (3) the interests of the 
African Lines, that is, the Wérman 
Line and the German-East Africa Line. 
The newest development, according to 
newspaper reports, is an agreement 
between the Hamburg-American Line 
and the North German Lloyd for the 
purpose of pooling in the operation of 
their fleets. 


The German Merchant Marine on the 
Seas 


The route to the United States was 
opened by the Hamburg-American Line 
and the Harriman Lines in January, 
1921. The North German Lloyd also 
resumed its traffic on the North At- 
lantic in the same year. The route 
to Central America and Mexico was 
resumed by the Ocean Line in 1919, 
which in 1921 concluded a Betriebsge- 
meinschaft with the Hamburg-American 
Line. The Hugo Stinnes Lines, which 
were new after the War, succeeded 
in establishing connections with the 
La Plata region in South America. 
The Hamburg-South American Steam- 
ship Company also resumed its old 
service with chartered steamers in 
1920 and was followed at the end of 
1921 by the Hamburg-American Line 
and the North German Lloyd. The 
Hansa Line, which resumed its old 
route to the East Indies in 1921, had 
to wage a rate war with the English 
Persian and Orient Line. In order 
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to strengthen its position the Hansa 
Line established connections with a 
Swedish and a Norwegian company. 
Because of the War the Dutch had 
succeeded in assuming entire control of 
the shipping to the Dutch East In- 
dies. The German-Australian Steam- 
ship Company, in order to resume 
its old route was compelled to ally 
itself with the Dutch companies, the 
Oceaan, the Neederland, and the Rot- 
terdamsche Lloyd. The traffic to the 
Far East was established by a com- 
bination of the Hamburg-American 
Line, the North German Lloyd, and 
the English lines, Ellerman and Holt. 
The Rickmers Company and Hugo 
Stinnes also have had traffic with 
the Far East since 1922. The resump- 
tion of German shipping to Australia 
was made impossible until August, 
1922, because up to that date German 
citizens and commodities were excluded 
from Australian territory. Again the 
German-Australian Steamship Com- 
pany, the North German Lloyd, the 
Oceaan, and the Holt lines opened 


their service with Australian ports, 
Since 1920, the service with Africa 
has been taken up again. The com- 
panies concerned were the Wérman 
Line, the German-East Africa Line, 
the Hamburg-American Line, and the 
Hamburg-Bremen-Africa Line (later 
merged with the North German Lloyd). 
Many difficulties were encountered by 
German shipping, because the mandate 
territories refused to admit the German 
flag for many years after the end of 
the War. 

The reconstruction of her mercantile 
fleet after the War, covering a period 
of about a decade, is one of the most 
notable feats of the German Republic. 
Although her present tonnage does not 
yet equal that of 1914 in quantity, 
so far as quality is concerned we may 
say that it has surpassed the old fleet. 
It has to be borne in mind that the 
new marine consists for the most part 
of ships which are the products of the 
best modern technique. Thus we find 
Germany possessing today one of the 
foremost merchant fleets. 
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BUSINESS POLICINGITSELF THROUGH BETTER 
BUSINESS BUREAUS 


By JOHN RICHARDSON 


VER a million dollars a year 
are now subscribed by over 
10,000 business concerns to the 


work of Better Business Bureaus. Do 
the results justify this? 


History of Bureaus 


The Better Business Bureau idea 
originated nearly twenty years ago at 
an annual convention of the Associated 
Advertising Clubs of the World, held 
in Boston. Advertising men from all 
over the country gathered to discuss 
their advertising problems. It devel- 
oped that their greatest problem was 
how to break down the resistance of the 
public to advertising. ‘This, they de- 
cided, could be accomplished only by 
eliminating some of the vast amount of 
fraudulent advertising which at that 
time dominated the columns of many 
publications. Advertising had _ been 
used so extensively for the exploi- 
tation of fraud that the public had come 
to discredit advertising in general. 

A committee was appointed to con- 
sider the problem and report back to 
the Conference in Baltimore the follow- 
ing year. As a result of their report, 
a committee was appointed at the 
Baltimore Conference to direct their 
activities against fraudulent advertis- 
ing. The committee was given the 
name of the National Vigilance Com- 
mittee. This action by the advertising 
industry was one of the first steps on 
the part of industry to police itself. 
(he results accomplished were so out- 
standing that it later secured the neces- 
sary finances to employ experienced 


personnel to conduct its affairs. With- 
in recent years the National Vigilance 
Committee has been reorganized into 
the National Better Business Bureau, 
which is now a separate and indepen- 
dent corporation supported by various 
business interests to conduct Better 
Business work. 

The National Vigilance Committee 
confined its activities to fraudulent ad- 
vertising of national character. Com- 
munities, faced with the same problems 
locally, organized local associations to 
tackle the local problems. These local 
associations were called Better Business 
Bureaus and to date are in active opera- 
tion in 45 communities. In each in- 
stance they are separate, independent 
corporations organized, supported, and 
directed by the business interests of 
the community. 

Better Business Bureaus have long 
ceased to confine their work to the 
purpose for which the movement was 
started. Activities were originally con- 
fined to fraudulent advertising. The 
work now includes misleading or ques- 
tionable advertising and selling. It 
also includes educational and preven- 
tive activities to decrease the likelihood 
of fraud or deceit. 

The Boston Better Business Bureau 
was organized in 1922 by a group of 
leading business men for the following 
purposes: 


“The objects of the corporation are the 
furthering and promoting of honesty, 
truthfulness, and dependability in adver- 
tising, merchandising and in all business 
methods and practices, and fair competition 
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in trade and business, thereby increasing 
public confidence in advertising, salesman- 
ship and business methods and practices 
generally, and to do all lawful things to 
attain said objects and purposes.” 

The aims of the Bureau, as thus 
stated, seem desirable, and the opera- 
tions of the Bureau have in fact been 
in accord with the purposes for which 
it was organized. Its operations have 
been satisfactory to its supporters and 
of material benefit to the public, in 
that it has increased the confidence of 
the public in legitimate business and 
has protected the public against fraud 
and loss. 

The Boston Bureau has three divi- 
sions, the Merchandise Division, the 
Financial Division, and the Extension 
Division. 

Merchandise Division: Fair Standards 

The Merchandise Division aims to 
encourage public confidence in honest 
and legitimate business and to discour- 
age dishonest business methods. It 
works with honest business for the 
preparation and adoption of standards 
of advertising and selling which are 
fair to dealers and consumers. 

In the preparation of standards of 
advertising, the first step is an intensive 
survey of advertising in a particular 
field of business. The public is con- 
sulted and opinions on unfair practices 
are solicited from merchants. A set 
of standards or recommendations is 
then prepared by the Bureau and 
discussed with the merchants. The 
standards in final form are actually 
the product of the merchants, acting 
together to win public confidence in 
their business methods. 

These standards are designed so 
that the public may be completely 
informed of the essential facts about the 
merchandise advertised. For example, 
the Bureau found furs being advertised 


under several hundred different trade 
names. ‘These were not misleading to 
the retailer, but when passed on to 
the public they were likely to deceive. 
Names such as Balkin Seal, Northern 
Seal, Baltic Seal, and others were 
used to describe rabbit fur, treated 
and dyed to imitate seal. The Boston 
Bureau took the position that these 
furs should be advertised by their 
true names. ‘Thus, these and hundreds 
of other misleading trade names in 
other fields have disappeared from 
retail advertising in Boston. 

The most important step is to put 
these standards into effect. The Mer- 
chandise Manager each day checks the 
advertising for violations of the stand- 
ards. Ashopper for the Bureau investi- 
gates the advertisements by shopping 
them as would an unprejudiced reader 
of the advertisement. Reports on the 
results of these tests are sent to the 
advertiser as indications of public 
opinion toward his advertising and 
merchandise. These reports include a 
statement of probable public reaction to 
the advertisement, the reason why 
the reaction was favorable or unfavora- 
ble, and, where necessary, suggestions 
toward making the advertising more 
worthy of public confidence. If the 
report is unfavorable, the Merchan- 
dise Manager of the Bureau discusses 
the report with the advertiser and 
almost invariably secures assurances 
that violations will not be repeated. 

Reports of the Bureau are sent 
to both members and non-members. 
With the report to members the Bureau 
sends a separate detailed service re- 
port, showing how the sales person 
conducted the transaction. As the 
value of advertising is closely associated 
with the quality of service given to 
those who respond to it, these reports 
are of value. 
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Many leading merchants believe 
that, regardless of the rules or regula- 
tions laid down within the stores, 
regardless of the amount of money 
spent in their advertising departments, 
the help and criticism of an outside 
agency is needed to pass judgment on 
the accuracy of their advertising. 
Better Business Bureaus render this 
service. 

The Bureaus regard advertising as a 
business man’s message. It is a means 
he uses to call to the attention of a large 
mass of people the product he has for 
sale. If this message is to be effective, 
it must have the confidence of its 
readers; if not, the merchant is paying 
for something he does not obtain. 

So the Bureau in analyzing advertis- 
ing and in its suggestions to advertisers 
before publication raises these questions: 

1. What do you know of the goods 
you are advertising? 

2. What do you want the public to 
believe? 

3. What has the public a right to 
believe from your copy? 

Another branch of the work of 
the Merchandise Division is directed 
against dishonest business. ‘The prin- 
cipal weapon here is publicity. The 
Bureau does not prosecute. As a last 
resort, when, despite publicity, the 
merchant refuses to treat the public 
fairly, evidence is presented to the prop- 
er public authorities. 

Any member of the public, who feels 
that he has been unfairly treated in a 
merchandise transaction, is invited to 
report the facts to the Bureau. Some 
of these complaints are unjustified 
or may result from misunderstandings 
which the merchant is glad to correct. 
Others involve unfair practices and 
fraud. As a result of the co-operation 
of the public, no fraudulent scheme 
can operate long without the Bu- 


reau’s knowledge. Such complaints, 
when brought together, offer effective 
ammunition against unfair practices 
and frauds. They are used by the 
Bureau in publicity or in connection 
with prosecutions. 

In a recent criminal prosecution of a 
“‘suit-club” swindle, the Bureau had 
fifty victims in court as witnesses to 
the representations which induced them 
to pay in their money. The scheme 
lasted only a short time, but the work 
and name of the Bureau were so well 
known that victims of the swindle 
immediately reported their experiences 
to the Bureau. With this array of 
witnesses, the promoter of the scheme 
quickly changed his plea of not guilty 
to one of guilty. Similar instances are 
repeatedly experienced in connection 
with fake jewelry auctions, bait ad- 
vertising, picture-enlargement schemes, 
home-work schemes, and many others. 


Financial Division: Before You Invest— 
Investigate 


The Financial Division of the Bureau 
builds up a practical defense against 
fraudulent stock promoters, who, it is 
estimated, have been taking one to 
two billion dollars yearly from the 
public. There are three phases of this 
preventive work: the operation of the 
“Before You Invest—Investigate”’ 
plan of the Bureau; the co-operation 
of the Bureau with the Federal, State, 
County, and local authorities; and the 
educational campaign conducted by the 
Extension Division of the Bureau. 

The “Before You Invest—Investi- 
gate” plan now seeks to attain two 
objectives: 


1. To impress upon the minds of pro- 
spective investors the importance of hold- 
ing their money until they have learned 
the facts regarding new or unknown 
financial propositions offered them. 
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2. To furnish a free, impartial, and 
dependable source, easy of access, where 
such information can be obtained. 


Information is furnished by the 
Bureau in the form of reports. These 
reports contain facts which are indica- 
tive as to whether the offerings are 
speculations or frauds. These reports 
are distributed through banks, statis- 
tical departments of reputable broker- 
age concerns, investment services and 
factories. 

This plan develops a strong sales 
resistance against fraudulent or highly 
speculative promotions and brings to 
the Bureau actual experiences of the 
public which are used in publicity and 
prosecution. Every effort is made to 
make the facts available to the public 
before it parts with its money. Many 
promoters have moved away from 
Bureau cities. In an editorial in the 
Chicago Journal of Commerce, the opin- 
ion was expressed that the activities 
of the Bureau in connection with 
certain well-known financial operations 
in Boston (now stopped) were saving 
the public of the United States a 
million dollars a week. Many letters 
in the Bureau files attest the value of 
this service to the public. 

Bureaus are fighting frauds and are 
winning their battles by competing 
with the swindlers for public attention. 
The Bureau facts go to the same 
market from which the swindler expects 
to secure his customers. Protection 
of the public, and particularly the 
less well-informed public which is less 
able to afford losses, has at least to 
some extent resulted. 

Frauds of today are no simple catch- 
penny schemes. They involve millions 
of dollars, are artfully conceived and 
promoted, and are heavily financed. 
In some cases it is impossible to secure 
proof satisfactory to the authorities 


that a crime has been committed. 
Sometimes it is difficult to secure 
witnesses: they may be shy, embar- 
rassed, or bought off. There are many 
obstacles, and prosecution may take 
years. The evidence gathered by the 
Bureau is often used in prosecutions— 
but the more effective work of warning 
the public has usually been completed 
long since. 

One nationally known swindler, who 
was recently given a jail sentence, 
is believed to have promoted over 
$150,000,000 worth of stock. Within 
a month after he started some of his 
more recent operations, the Boston 
Bureau began warning the public by 
radio and bulletins. For over four 
years the Bureau continued publishing 
facts and warnings regarding the pro- 
motions and the swindler. Over two 
years after the first warning, the swind- 
ler was indicted, but it took more than 
four years to bring the case to trial, to 
secure conviction and finally to stop 
the swindle. 


Extension Division 


The Extension Division of the 
Bureau employs five mediums of pub- 
licity: regular radio broadcasting; 
“Weekly Service Messages” run in the 
form of advertisements in co-operating 
publications, car cards, bill-boards, etc.; 
special news releases to newspapers; 
weekly posters for employee bulletin 
boards; and speakers at public meetings 
and gatherings. 

An example of this publicity, taken 
from a recent “Weekly Service Mes- 
sage” headed “‘ You can NOT ‘get your 
money back any time,’”’ is as follows: 


“Lying stock swindlers use an effective 
inducement to secure a victim’s money by 
representing that the company whose stock 
they are selling ‘will buy it back from you 
at any time.’ 
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“Many people have learned, after their 
money was gone, that there was no basis 
for this representation and that the com- 
pany refuses to be bound by the salesman’s 


statements. 
‘Before You Invest—Investigate.” 


The publicity is both informative 
and of an educational nature. It 
reaches a large number of the people. 
Over 4,000 two-colored illustrated post- 
ers are sent out each week to places 
of large employment for display on 
employee bulletin boards. These post- 
ers not only relate to specific types of 
schemes but in many instances are of 
a constructive and educational nature. 
They educate the public in self-protec- 
tion by forcefully presenting facts on 
finance and merchandise. 

That the work of the Bureau is of 
value is evidenced by the increasing 
number of business concerns which are 
members. From less than 100 mem- 
bers in 1923, our roll has grown to over 
600 this year. There are very few with- 
drawals. The budget has increased 
from less than $25,000 a year to well 
over $60,000. 


Criticisms of the Bureau Work 


As president of the Boston Bureau 
for the past three years, I have been 
the next in line, after the operating 
force, to receive complaints of Bureau 
activities. Complaints have been few 
and far between. Thus far no com- 
plaint has reached me in which I 
have felt that the Bureau action was 
subject to valid criticism. 

Criticisms of the work have been 
made on the following grounds: 


1. That its members enjoy special 
privileges; 

2. That the Bureau is too technical; 

3. That the Bureau is unfair; 

4. That the Bureau is attempting to 
assume authority in matters which are in 
the jurisdiction of governmental authorities. 


The first criticism is contrary to fact. 
No member of the Bureau is allowed to 
use the name of the Bureau in any 
way in its advertising or selling. The 
Bureau has never suggested any stand- 
ards which have not previously been 
adopted and put into force by Bureau 
members. In certain instances the 
Bureau has issued publicity against the 
practices of its own members and has 
referred cases against members to the 
authorities for prosecution. Suchmem- 
bers are dropped from membership. 
In general, members want to uphold 
and to be held up to higher standards 
than non-members. Membership thus 
involves the assumption of responsi- 
bilities—rather than the reverse. 

The second criticism, that the Bureau 
is too technical, is made less frequently 
as experience has proved the value of 
Bureau work. Slight infractions or 
inaccuracies are of importance, partic- 
ularly when practiced by large con- 
cerns. Other concerns are quick to 
justify their own practices by pointing 
to such infractions. Many of the Bu- 
reau’s recommendations are issued on 
technical points, but always on the basis 
of facts. The recommendations are not 
a burden to legitimate business. They 
increase public confidence in legitimate 
business. 

Louis Kirstein, Vice President of 
William Filene’s Sons Company, in an 
article in Boston Business wrote as 
follows: 


““We thought when the Bureau was first 
organized that it would devote all of its 
time, or most of its time, to fraudulent 
advertising. We never expected that our 
store and the stores of our legitimate com- 
petitors would be the first line of attack. 

“However, this is exactly what happened. 
The Bureau first got together various busi- 
ness groups and formulated standards. 
Shoppers for the Bureau responded to our 
advertising and the advertising of our com- 
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petitors. We received pink reports if the 
investigation was unfavorable, and blue 
reports if favorable. Many of these unfa- 
vorable reports were on matters which, at 
that time, we were inclined to regard as 
petty. 

“I remember protesting to the Manager 
of the Bureau and suggesting that the 
Bureau devote its time to checking up the 
obvious fraudulent advertising. He ex- 
plained carefully but diplomatically that 
these things might be regarded as petty 
by the store, but they were not regarded as 
petty by the public, and that the only sound 
procedure the Bureau could fellow was 
first to secure the co-operation of the large 
stores on ‘little deceptions’ before the 
Bureau could in fairness go to the other 
stores and ask them to fall in line. 

“By following this procedure, the Boston 
Bureau was ‘sold’ to the business interests 
of the community. We regarded unfavor- 
able reports seriously, knew that they were 
regarded seriously by our competitors, and 
that our advertising had to conform with 
Better Business Bureau standards. 

“*As the result of these reports we awoke 
to the fact that our competitors were not 
the only ones making mistakes, but that 
we were equally guilty. However, we had 
not recognized our own limitations and the 
impossibility of our passing judgment on 
our own advertising. The Bureau demon- 
strated the necessity of having an outside 
organization do this. 

“This checking process is still going on. 
In fact, we find that our performance in 
both advertising and selling is being even 
more closely watched, although we know 
that our advertising and the advertising 
of our competitors has greatly improved 
since the organization of the Bureau. We 
are also finding that fraudulent advertising 
is being minimized, and that advertisers 
who three years ago regarded the Bureau 
suggestions and recommendations lightly, 
are today giving them serious consideration 
and carefully watching their performance.” 


The third criticism is that the Bu- 
reau is unfair. The officers and direc- 
tors are always prepared to consider 
cases where this criticism is made; 
about a dozen have come to me in three 
years. It has seemed to me in eachcase 
that the Bureau has given the person in- 
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volved the benefit of every legitimate 
doubt and that its actions have been 
fully justified. In the early days of the 
Bureau, one complaint came before 
the Board of Directors. The Board 
stood by the action of the Bureau. A 
few cases have been taken to the courts. 
The complainants have received no 
sympathy there. The Bureau bases 
its action on facts for which proof has 
been obtained. It has no interest or 
reason to be anything but fair. It has 
an obligation to be fair to business 
and to the public. 

The fourth criticism is that the 
Bureau is trying to usurp the functions 
of governmental authorities. The Bu- 
reau is incorporated under the laws of 
the State of Massachusetts to carry out 
certain legal purposes. Membership 
consists of over 600 responsible con- 
cerns. Its activities are directed by a 
Board of Directors, which includes 
leading business men. It can and 
does act more quickly than most 
governmental bodies. It is not sound 
to contend that business should not 
police itself, on the ground that it will 
be policed by the duly constituted 
authorities, if it waits long enough. 
Members of the public whose life 
savings have been protected by Bureau 
warnings do not join in this criticism. 

Furthermore, the sphere of activity 
of a Bureau is much broader than 
that of any governmental agency. Bu- 
reaus are somewhat in the position of 
referees calling for fair play between 
business and the public and, as such, 
can take cognizance of unfair practices 
over which no governmental agency 
has been given jurisdiction. 

The Bureau is not created by any 
special law. It has no immunity from 
responsibility for its actions. In all 
of the years during which the several 
Bureaus have been in existence, with 
























































the hundreds of thousands of cases 
which they have handled, there has 
not yet been a single successful legal 
action against any Bureau. 

So much for complaints and criti- 
cisms. But is a Better Business Bu- 
reau a sound medium for promoting 
good business practices? 


Business Handles Its Own Problems 


Some believe that unethical prac- 
tices eventually defeat themselves, that 
little, if any, attention should be paid 
to them, and that the most free and 
active competitive practices should be 
given full sway. Others believe that 
action is needed but put their faith in 
more and more legislation. Our mem- 
bers believe that business is competent 
to regulate its own ethical practices, 
and that the support of law-enforcing 
agencies is required only when serious 
violations of the law occur. 

President Hoover has been an expo- 
nent of the idea of business policing 
itself. In his acceptance of the Re- 
publican nomination for President at 
Stanford University Stadium, August 
11, 1928, he touched on this means of 
improving business ethics as follows: 


“One of the most helpful signs of recent 
years is the stronger growth of associations 
of workers, farmers, business men and pro- 
fessional men with a desire to cure their own 
abuses and a purpose to serve public 
interest. Many problems can be solved 
through co-operation between Government 
and these self-governing associations to 
improve methods and practices. When 
business cures its own abuses it is true self- 
government, which comprises more than 
political institutions.” 


In an address to the Associated 
Advertising Clubs of the World, Mr. 
Hoover, then Secretary of Commerce, 
said: 

“We are confronted with the daily 
demand to extend government in order to 
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cure some abuse or other. The arm of 
government is a poor cure for abuse, for it 
becomes at once a restraint of liberty. For 
the arm of government cannot operate 
even to restrain evil without bringing about 
some instance of oppression. The safe- 
guard against the invasion of government 
into the lives and liberties of our people is 
that we shall cure abuse outside the 
government.” 


At the dedication of the Harvard 
Business School, Owen D. Young said: 


“The widening area of business and the 
highly specialized character of the goods 
outstripped all local sanctions and tended 
to leave the individual free from restraints 
except those of the law. 

“Now the law is not a satisfactory censor. 
It functions in the clear light of wrong 
doing—things so wrong that the com- 
munity must protect itself against them. 
Set over against the law on the opposite 
side is the clear light of right doing—things 
which are so generally appealing to the con- 
science of all that no mistake could be made, 
no matter how complicated the business. 
The area of difficulty for business lies in 
the penumbra between the two. When 
business was simple and local, it was fairly 
easy for local public opinion to penetrate 
the shadowed area. When business be- 
came complicated and widespread, it was in 
this area that all restraints were removed. 
It was in this shadowed space that trouble- 
some practices were born. It was from acts 
here that suspicions of business arose. It 
was the loss of these normal restraints 
which caused business to suffer. Men of 
character began to realize that the success 
of their business depended not alone upon 
what they did, but in some measure, what 
others in the same line of business did. 
They began to form trade associations, first, 
merely to promote acquaintance, and to 
create morale in the organization, which 
would, in a sense, be a substitution for the 
public opinion of the local community in 
the earlier days. Gradually through these 
organizations codes of conduct are being 
developed, and rules are emerging to 
enforce standards both as to character of 
goods and methods of trading, which are 
designed to afford proper protection to the 
members of the organization and for the 
better service of society. It is these self- 
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imposed rules designed to enforce standards 
on the entire group engaged in similar busi- 
ness that are the distinguishing mark of the 
new profession.” 


At the opening of the Sixteenth An- 
nual Meeting of the Chamber of Com- 
merce of the United States, Judge Edwin 
D. Parker, Chairman of the Directors, 
sounded the keynote in part as follows: 

“Tt is the function of Government to deal 
with crime. But there is a twilight zone 
between acts which are illegal and criminal 
on the one hand, and acts which are simply 
unmoral on the other. Those whose con- 
duct falls within this zone, whose acts, 
while within the law, are repugnant to the 
public interest, must be branded as social 
outlaws. 


“Organized business should itself per- 
form this task in its own and in the public 
interest. Failing to do so, Congress should 
and will act.” 

Trade associations have done excel- 
lent work in many directions. There 
are, however, many lines of business 
where they exist and yet in which 
their members feel that a Better Busi- 
ness Bureau, comprising members in 
different fields of trade, can act more 
effectively in curbing bad practices 
than can the trade association itself. 
For example, in Boston there is a 
Retail Trade Board, a most progressive 
and efficient trade association which 
includes in its membership a number 
of the leading retail concerns. This 
association performs certain well-de- 
fined functions, but its members are 
also among the principal supporters of 
the Bureau, and leave to the Bureau the 
responsibility for policing the business 
practices of their trade. The invest- 
ment bankers have their own associa- 
tions, but look to the Bureau to prevent 
fraud and questionable practices in 
stock selling. These and scores of 
other trade associations in Boston look 
to the Bureau to perform this spe- 
cialized task. 


Effects on Business and Public 
Policy 
































It would seem proper to summarize 
the effect of Bureau work on business 
as follows: 


1. It helps to reduce unfair competition 
and to promote good-will among legitimate 
competitors; 

2. It tends to lower selling, and especially 
advertising, costs by increasing public con- 
fidence in advertising; 

3. It helps to educate the public to an 
understanding of the integrity of purpose 
and practice of honest business; 

4. It increases the financial resources 
available for legitimate business and invest- 
ment by promoting thrift and by reducing 
fraud, in both the merchandise and finan- 
cial fields; 

5. It gives the employer an additional 
opportunity to be of recognized service to 
his employees. 


The activities of the Bureau protect 
the public pocketbook and make for 
better citizenship. Whether or not 
a citizen appeals to it, it tends to 
safeguard him against being exploited 
by the unscrupulous and dishonest, and 
in that way tends to maintain his 
confidence in our Government and in 
business. 

In 1929 the Merchandise Division 
handled over 1,100 complaints for in- 
dividual members of the public, as 
against 193 in 1923. In the same year 
the Financial Division made a total 
of over 12,000 reports in response to 
inquiries as compared with §98 in 1923. 
There is no charge for this service. 
Letters from members of the public 
indicate that it is appreciated. 

Over 150 publications were co-oper- 
ating, in 1929, in printing Bureau 
advertisements without charge, as com- 
pared with 20 in 1926. Editorials 
commending the work frequently ap- 
pear. An editorial in the Labor Chron- 
icle, on the work of Better Business 
Bureaus, says: 
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“Building and maintaining public good- 
will is recognized as a major business prob- 
lem by progressive concerns, and the co- 
operation of reliable and substantial houses 
is the most gratifying feature of this 


movement. p 
“In a word, modern business leaders 


have adopted as a watchword the new 
phrase ‘The Public Be Protected.’”’ 


Recently the representatives of 6,000 
publishers made the National Better 
Business Bureau the machinery through 
which the publishing industry will 
do its own policing of advertising in 
periodical publications. This action 
was the result of a conference of 
publishers called by the Federal Trade 
Commission, “‘to have the publishers 
agree as to what they will do to find 
out whether or not an offered advertise- 
ment is false and misleading before 
it is published.” In several Bureau 
cities we find the radio stations rec- 
ognizing the fitness of Bureaus by 
voluntarily adopting standards and 
methods of procedure based on co- 
operation with the Bureaus to keep 
the air clear of any broadcast advertis- 
ing which might be detrimental to 
public interest. 

President Hoover has on several 
occasions approved the work of Better 
Business Bureaus. While Secretary of 
Commerce, in an address to the Associ- 
ated Advertising Clubs of the World, 
he said: 

“Its first step in progress was when the 
medium, recognizing its responsibility to 
the readers, exercised censorship over 
extravagant, distasteful, and misleading 
copy. This gave more credibility to truth- 
ful advertisements themselves. The next 
great step was your organized action of 
advertising managers, advertisers and ad- 
vertising mediums through moral suasion, 


vigilance committees and Better Business 
Bureaus.” 


Horace J. Donnelly, Solicitor of the 
Post Office Department, Washington, 


D. C., in an address, has stated in 
regard to the work of Bureaus against 
fraud: 


“You are an institution here to stay. 
You fill a place in the order of things that 
otherwise would be unfilled. In the battle 
of truth against fraud, misrepresentation, 
and deceit, you play a part our Govern- 
ment agencies may not. You have become 
so well known and established throughout 
the land that we look to an enterprising 
community to have in its midst a local 
Better Business Bureau as much as we 
expect a police force. Honest business 
needs protection just as the home and 
person require it. Dishonest operators 
who are driven out of a place having a live 
Better Business Bureau are frank to admit 
that they seek a landing in a field which is 
without such protection.” 


Jesse V. Craig, as President of the 
National Association of Security Com- 
missioners, has stated: 


“We congratulate the business interests 
of this country who are behind your 
Bureaus and who have made possible the 
excellent work you are doing... We 
realize that Better Business Bureaus are 
efficient, fact-finding bodies, ever alert in 
fighting fraud, wherever it may be found. 
. . . We acknowledge the important part 
you are playing in connection with the 
elimination of the swindler and the fraud 
promoter.” 


Better Business Bureaus are already 
doing in a large way the job of business 
policing itself. Their work has been 
aptly described as “confidence” in- 
surance, and they have justified many 
times over the time and money spent 
on them. 

Bureaus have perfected a special 
technique and procedure to accomplish 
results by analyzing problems from the 
viewpoint of what is fair to the public. 
Their fundamental standard is accuracy 
and fair play. 

As more business men learn about the 
work, the efforts of the Better Business 
Bureaus will increase in effectiveness. 








TEN INVESTMENT TRUSTS IN AMERICA— 





A THREE-YEAR RECORD 
By JOSEPH A. THOMAS 


has been accredited to Belgium, 

its development to England and 
Scotland. From the point of view of 
the American investor, however, the 
term investment trust has had little 
significance until the present decade, 
during which the number and size of 
such organizations have increased with 
astounding rapidity. It has been esti- 
mated that there were $1,000,000,000 
of investment-trust securities in the 
hands of American investors at the 
end of 1928. 

It is not surprising that such mush- 
roomlike growth should foster many 
variations from the type of company 
developed by Scottish and British ex- 
perience. This article proposes, how- 
ever, to exclude from consideration such 
American variations as the contrac- 
tual, the bankers’ share companies, etc. 
Rather is it the intention of this study 
to trace the organization and records of 
ten American investment trusts, each 


f ‘HE origin of the investment trust 


of which is of the general-management, 


type, this study comprising data for 
the years 1926, 1927, and 1928. ‘These 
companies were organized for the pur- 
pose of investment and reinvestment of 
funds at the will and judgment of the 
managers, subject in some cases to 
certain protective restrictions; these 
provide a true cross-section of the 
general-management trust in America. 

It has been the policy of many 
American investment trusts to avoid 
publishing full statements of their 
operations. Hence any survey of com- 
pany records must be based first of all 


78 


on records of companies which court 
rather than avoid publicity. There- 
fore the first arbitrary requirement 
for this survey demanded detailed 
statements of operations. Secondly, 
in order to secure satisfactory com- 
parison and contrast, it was necessary 
that companies of several years’ stand- 
ing be chosen. Again, it was necessary 
to select companies of sufficiently com- 
parable size. Investment trusts with 
less than $1,000,000 invested capital 
were excluded. Lastly, it was desirable 
to include trusts the managers of which 
were allowed broad powers of invest- 
ment, in order that the results shown 
might reveal the real possibilities for 
profit available to investment trusts. 


Capitalization of the Ten Trusts Studied 


Table I shows the capitalization 
of the trusts under consideration as 
of December 31, 1928. Of the ten, 
six adopted the policy long followed 
by British trusts of obtaining capital 
through the issues of bonds. In no 
case illustrated did the funded debt of 
the trust amount to 50% of the total 
capital. The Railway and Light Secur- 
ities Corporation secured 47% of its 
capital funds through the issue of 5% 
collateral trust bonds—a most unusual 
type of security for an investment 
company to use. These bonds were 
secured by underlying bonds and stocks 
which constantly had to possess at 
least 120% of the face value of the 
bonds issued against them. The pro- 
ceeds of the issue were for the most 
part invested in common stocks. 
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CapITAL STRUCTURES OF 10 INVESTMENT TRUSTS IN AMERICA 
(Dec. 31, 1928) 











Bonds Preferred Common 
State Street Investment Corporation........... 100% 
U. S. & Foreign Securities Corporation......... $30,000,000 1,000,000 shares 
General Public Service Corporation............ | $4,973,000 3,459,300 542,539 shares 
United Bond & Share Corporation............. 695 ,000 2,145,360 14,112 shares 
Railway & Light Securities Corporation........ 5,500,000 1,532,700 | 75,000 shares 
American British & Continental............... 5,000,000 10,000,000 600,000 shares 
Overseas Securities Corporation............... 5,000,000 | 150,000 shares 
Massachusetts Investors Trust................ 100% 
Cucedltns Mas sccdes cade ivensvexcasves | 2,500,000 6,961,350 | 324,677 shares 
Securities Corporation General................ | 1,864,277 27,225 }4 shares 








The case cited is decidedly unique, 
for the bonds of the five other trusts 
with funded indebtedness were deben- 
tures. With the exception of small 
portions of the issue of the United 
Bond and Share Corporation which 
bore 6% and 614%, the rate was 
uniformly 5%. 

Of the ten trusts, not one had bonds 
as a part of its original capital structure. 
With the exception of the Railway and 
Light Securities Corporation which 
began issuing its collateral trust secu- 
rities during the early years of its exis- 
tence, the trusts floated their bonds first 
in 1928. This is in accord with the 
experience of the British trusts, which 
began operations on capital derived 
from sales of stock, then gradually 
built up a credit standing upon which 
to sell debentures. It is obvious that 
such investment trusts can show high 
returns upon the common stock during 
times of prosperity by the use of these 
fixed-rate debentures. 

A similar situation existed in the case 
of preferred stock. Of the ten trusts, 
seven included preferred in their capital 
set-ups in varying proportions. In the 
U. S. and Foreign Securities Corpora- 
tion, the 6% first preferred stock shares 
bearing a bonus of common stock were 


sold at $100, thus providing the trust 
with its original capital. Later an 
issue of 6% second preferred similarly 
decorated with common stock was sold 
at $100 to bankers close to the company. 
Hence any return over and above the 
amount required for the preferred divi- 
dend accrued at once to the common, 
which theoretically had no value at 
the time of issue. It may be easily 
seen how valuable the common stock 
might become after a few years of 
successful operation by the company. 
Indeed in less than five years after 
the company was formed, the common 
reached $72 a share following its listing 
on the New York Stock Exchange. 
While the instance just related is 
extreme, it has been the policy of all 
seven trusts to obtain from 20% to 50% 
of their original capital from the sale 
of preferred stock. ‘Two reasons are 
apparent. One, preferred stock with 
its promise of regular $6 or $7 dividends 
was easier to sell to the public than 
the common stock, for it must be 
remembered that most of these ten 
trusts were formed at a time when the 
investment trust had yet to prove 
its possibilities to American investors. 
Two, there was a distinct desire on 
the part of the managers and pro- 
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Taste II 





Name 


ee 


% Net Return on | % Total Income from 
Invested Capital* Security Sales 





1926 | 1927 | 1928 | 1926 | 1927 | 1928 








State Street Investment Corporation.............. 
U. S. & Foreign Securities Corporation............. 
General Public Service Corporation............... 
United Bond & Share Corporation................ 
Railway & Light Securities Corporation........... 
American British & Continental.................. 
Overseas Securities Corporation.................5: 
Massachusetts Investors Trust.................55 
Re I halos d0 i pan ss each xe anrenens 
Securities Corporation General ................... 


ee ee eee 





ere | 20.8 | 23.1 | 35.4 | 74.2 | 83.7 | 90.7 
eames | 9-9} 8.5 | 25.5 | 53.6 | 49.5 | 77.4 
re eee — 10.2 | 9.6 | 13.3 | 59.6 | 48 


10.9 | 19.2 t 23.2 | 48.2 
9.9 | 86.5.) 5 4.6 | 47.2 | 46.8 
t 8.9 | 11.2 t 25.4 | 33.4 
21.8 | 26.3 | ... | 85.7 | 79.3 








poate at 6.6) 4.8] 8.3§ ... 8.1 | 36.1§ 
esate 7-3 | 13-9 | 9.6 | 43.6 | 68.3 | 60.7 
arr 9.6 | 10.9 | 13.2 | 41.1 | 34.1 | 69.6 

















* Includes Earned Surplus. 
+ Nine months. 
t Incomplete for 1926. 


§ For comparative purposes, gains from security sales were treated as income. 


moters to retain as much as possible 
of the common stock in order that the 
profits of any great success might fall 
into their pockets. 

Of the ten trusts only two have 
solely common stock outstanding. 
These two, the Massachusetts Investors 
Trust and the State Street Investment 
Corporation, both have stock for sale 
at all times, the latter at liquidating 
value and the former at liquidating 
value plus a selling commission. It 
is interesting to note that of all ten, 
the State Street Investment Corpora- 
tion showed the greatest return on 
its capital during the three years 
under consideration. No-par stock of 
one class only is the rule among all ten 
companies. 


Net Return on Capital Invested 


Table II reveals startling differences 
in the net earnings of the ten trusts over 
the period 1926-1928. ‘This period is 
particularly suited to study because the 
security markets in America exhibited 
an almost continuously rising trend 
from the beginning of 1926 to the end 


of 1928. While the security markets 
abroad were of a less spectacular 
nature during the period, they too 
showed rising trends for the most part. 
But the bulk of the investments of the 
ten trusts under consideration was 
made in domestic securities with com- 
mon stocks in the majority. Briefly, 
then, the three years in question pro- 
vided the trusts with the most favor- 
able working conditions possible. The 
Dow Jones Averages show a movement 
in industrials from a low of 135.20 in 
1926 to a high of 300.00 in 1928, in 
railroads from a low of 102.41 in 1926 
to a high of 152.70 in 1928. Call- 
money rates ranged from a low of 344% 
in 1926 to a high of 12% in 1928, thus 
providing a safe, convenient, profitable 
market for excess funds awaiting invest- 
ment. Add to these favorable invest- 
ing conditions the fact that the public 
was hungrily absorbing new stock is- 
sues. Capital was easy to secure. 
The stage was set. 

For the year 1926, only one company, 
the State Street Investment Corpo- 
tation, earned over 10% on its invested 
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capital. Its high rate of return may be 
attributed to a policy of realizing profits 
on securities and reinvesting those 
profits in more attractively priced 
stocks. This is borne out by the tabu- 
lation showing the percentage of total 
income arising from profits on sales of 
securities. In the case of the State 
Street Investment Corporation, 74.2% 
of total income was thus derived, 
indicating certainly a tendency to in- 
dulge in trading in and out of the 
market. It must be frankly stated, 
however, that the corporation had 
made clear that it would so avail itself 
of such profit-taking possibilities when 
presented. If the State Street Invest- 
ment Corporation and the General 
Public Service Corporation figures are 
eliminated, the average net return in 
1926 for the other trusts reporting is 
slightly over 8.7%. This may be taken 
as a typical return for investment trusts 
operating in a year of normal pros- 
perity and with good yet not extra- 
ordinary market conditions. 

In 1927, with the reinvestment of the 
profits of 1926 plus the rising security 
markets, the net returns are uniformly 
greater. Although there is a wide dis- 
crepancy between the lowest return of 
4.8% and the highest of 23.1%, seven 
out of the ten trusts earned slightly 
under or slightly over 10%. At this 
rate it was relatively easy for invest- 
ment-trust managers to pay liberal 
dividends, yet retaining considerable 
tunds with which to build up surplus 
and reserves. The State Street Invest- 
ment Corporation again tops the group 
with a return of 23.1%, closely followed 
by the Overseas Securities Corporation 
with a yield of 21.8%. These two 
figures, so completely out of line with 
the figures of the eight other trusts in 
the study, reveal, first, an extremely 
alert management quick to take advan- 


tage of opportunities for profit and, 
second, an unusual condition in the 
securities markets which made such 
profits possible. 

The year 1928 saw a wave of specu- 
lation which drove stock prices to new 
high levels. With this rise up went the 
profits of the investment trusts. Only 
two out of the ten failed to increase 
their percentages of net profit on 
invested capital, yet the two companies 
failing to show an increase maintained 
operations at an earning rate of 9.6%. 
Again the State Street Investment 
Corporation led the list with an 
astounding return of 35.4%, while 
Overseas Securities Corporation and 
U. S. and Foreign Securities Corpo- 
ration were second and third with 
26.3% and 25.5%, respectively. This 
represented a distinct breaking-away 
from a pure investment policy where 
income from dividends and interest was 
the primary objective and moderate 
capital appreciation was something to 
be desired but not to be counted upon. 
It represented instead an aggressive 
policy of realizing capital appreciation 
and speculation, but speculation tem- 
pered by the judgment of managers 
with complete facilities for investi- 
gation and research at hand. So much 
for the historical records of earnings. 
The real significance of the operations 
of these ten companies becomes evi- 
dent when an analysis of the sources 
of income is made. 


Sources of Income 


There are usually three sources of 
income open to investment trusts: 
dividends and interest from invest- 
ments, profits from sales of securities, 
and underwriting fees. Underwriting 
fees are included because in many 
investment trusts abroad they have 
provided a considerable addition to 
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income. Of the American trusts under 
consideration, however, underwriting 
profits have been either negligible or 
non-existent. The sources of income 
are not so important as the proportions 
in which they contribute. For that 
reason, Table II throws a clarifying 
light upon the situation. It is most 
interesting to note how clearly the net 
return on capital invested follows the 
percentage of total income derived from 
security sales. In 1926, the company 
showing the greatest return obtained 
74.2% of its total income from profits 
on sales of securities. Running down 
the list, the two trusts returning a net 
of 9% or over show over 40% of their 
total income from similar profit reali- 
zation. In the case of Railway and 
Light Securities, the oldest of the 
organizations presented, the correlation 
does not apply. That it was able to 
earn 7.1% on its capital investment, 
without securing over 4.6% of its total 
income from profits taken, may be 
attributed to the age of its investments. 
At that time practically the entire port- 
folio of this company was composed 
of either rail or public-utility secu- 
rities, many of which profited from 
dividend increases in 1926. 

In 1927, the influence of speculative 
activity was even more marked. The 
increases in net return move in almost 
exact correlation with the increases in 
per cent of total income from profits 
taken. Where the increases in net 
profits were large, the increases in 
percentage of income from profits were 
proportionately even greater. Of the 
six trusts showing full figures for both 
1926 and 1927, only two, Securities 
Corporation General and the U. S. and 
Foreign Securities Corporation, show a 
decline in percentage of income from 
profits. These two companies show 
the smallest increase in per cent of net 


return on investment for 1927. Yet 
one was deriving almost one-half of its 
income from profits taken and the 
other over one-third of itsincome. For 
the year 1927, the two trusts showing 
the greatest return were realizing over 
80% of their income out of profits, 
while in the group as a whole six out of 
ten companies obtained 47.2% or more 
of their income in the same manner. 

For 1928, the results of the re- 
investment of profits influence the 
figures to some extent. This policy 
of reinvestment tended to increase the 
absolute income from dividends and 
interest, and this result was aided 
to some extent by the increases in 
dividend rates by many companies in 
1928. ‘Theoretically this would have 
raised the percentage of income secured 
from purely investment sources—divi- 
dends and interest. But the oppor- 
tunities for profits in trading in securities 
in 1928 were so many that the tabu- 
lation shows that the ten trusts were 
deriving a considerable, and in certain 
instances, the major portion of their 
incomes from profits taken on securities 
sold. The company showing the great- 
est return secured 90.7% of its income 
from profits taken. From that extra- 
ordinary figure the percentages range 
down to 33.4%, but only two of the ten 
trusts show under 46.8% while five of 
the ten show over 50%. Where net 
return increased greatly, as in the cases 
of the U. S. and Foreign Securities 
Corporation and the United Bond and 
Share Corporation, the percentages of 
total income from profits underwent 
corresponding rises. 


Effect on Investment Policies 


The statistics depict the situation, 
but the more vital point concerns the 
effect of these unquestionably profit- 
able operations both upon the policies 
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of the investment trusts and upon the 
attitude of the investing public. In 
the three-year period studied, the trusts 
were presented with every favorable 
tool for securing profits—a rising mar- 
ket, plenty of capital, freedom of man- 
agement, and a safety-deposit box in 
the form of a strong call-loan demand. 
But the day was not without its prob- 
lems. The problem of reinvestment of 
funds derived from profits loomed 
large. Security prices, particularly of 
high-grade stocks, were at a high level 
and yield at a low one. The temp- 
tation confronted many investment- 
trust managers to put money into 
securities of lower quality with specula- 
tive attraction. As the accounts stood 
at the end of 1928, those managers 
with both skill and good fortune had 
made large profits for their companies 
by such policies. 

Other managers realizing the abnor- 
mality of the situation were taking 
advantage of high prices, realizing 
profits and building up cash reserves 
with which to meet the future. Gray- 
son' points out the experience of many 
British investment-trust managers, who 
perceived the necessity of creating 
reserves out of capital gains realized in 
order to meet the inevitable future 
price declines. After the Baring Crisis 
in England in 1890, the managers of 
those trusts which weathered the storm 
realized that they must take a long- 
time point of view—that their efforts 
must be devoted to securing a regular 
6% to 8% for their shareholders rather 
than an occasional 18% or 20%. This 
premise has regulated the British policy 
ever since. 

The year 1929 witnessed a continued 
upward swing of security prices. Spec- 
ulative fever had by this time drawn 
in investment-trust stocks, which were 


‘Grayson, T. J., Investment Trusts. 


pushed up to high levels out of any 
reasonable proportion to either liqui- 
dating valueorearnings. There is little 
question that large investment-trust 
earnings, brought about to a consider- 
able degree by large trading profits, 
created a misconception in the minds 
of the public as to the future earning 
possibilities of investment trusts. It 
need hardly be said that this miscon- 
ception was corrected by the appalling 
shrinkage in asset values which invest- 
ment trusts were forced to undergo in 
the market breaks of October and 
November, 1929. 


Taste III. PercentaGe or DECLINE IN 
MarkKeET BreEAK IN OCTOBER AND 











NovEMBER 
1929 | 1929 % 
Name High | Low | Decline 
State St. Inv. Corp........ 290 | 132 | 54.5 
U. S. and Foreign Sec...... 31 171 7 
General Public Service..... 98 | 20] 79.5 
United Bond and Share.... No available 
quotations 

Railway and Light Sec..... 136] 55) §3.§ 
Am. British & Cont....... 22 5 | 77.6 
Overseas Securities........| 59 | 1934 66.9 
Dieos. Env. Teeet.......0 129 | 80. 38 
Guardian Investors........ 18 4 78 








Securities Corp. General...) 915 | 265 | 92 





Table III presents a record of the 
high and low prices of the common 
stock for the year and the percentage 
of decline suffered by the ten trusts 
under consideration. Only one of the 
ten declined less than 50%, while 
five declined more than 70%. The 
smallest percentage decline was 38%. 
Only two of the ten, the State Street 
Investment Corporation and the Mas- 
sachusetts Investors Trust, maintain a 
market at the exact liquidation value of 
their shares. Consequently the other 
trusts dealt in on exchanges or “‘over 
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Tasie IV. Drvipenp Po.ticies oF 10 INVESTMENT TRUSTS 
(In per cent of net earnings, including profits taken, paid out) 








1926 1927 1928 








36. 6m Common 26.1%|Common 14% 





State Street Investment Corporation... .. | Common 





U.S. & Foreign Securities Corporation. ..| No. Com. Div. 
Pref. only 46.2% | Pref. only 53.5% Pref. only 23.5% 














General Public Service Corporation...... Pref. only 44.6%*| Pref. only 30.6%) Common t 
- ws: Preferred 34.7% 
United Bond & Share Corporation ...... None (Common = 35. 3% | Common 18.4% | 
| Partic. Partic. 
Pref. 50.8%) Pref. 26.3% 
Railway & Light Securities Corporation..| Common 55.4%|Common 51.0% Common 43.7% 


Pref. 


41.5% Pref. 16.3%) Pref. 13.2% 





American British & Continental......... 


{Began operations | No com. div. 


























ee in Nov. 1926 | Pref.only 73.2% Pref. only 56.7% 
Overseas Securities Corporation......... ae Common 34.8% Common = 21.9% 
_ Massachusetts Investors Trust ......... .| Common 79.4%| Common ‘82. 5%| Common 68. 5% 

Guardian Investors....................| Pref. 95-7%| No. Div. on No Div. on 
_ Common Common 
a a ve | Pref. 44.5%| Pref. 39.0% 
Securities Corporation General.......... Common 20.5%|Common 29.2%) Common 15.3% 
Pref. 15.8% Pref. 16.8%) Pref. 8.8% 








* Nine Months. 


t Paid in stock 8%; charged to income at original issue price per share. 


Incomplete records for 1926. 


the counter” were affected to some 
extent by the general frenzy. 

It is difficult to surmise the general 
effect on investment trusts of the 
advent of a less pyrotechnic period in 
the security markets. But with fewer 
opportunities for large profits in turn- 
over of securities, the emphasis of 
management will probably be placed 
upon investing for regular income. 
Interest and dividends received will 
probably assume a larger and more im- 
portant proportion of total income. 


Dividends and Reserves 


It is significant after the previous 
discussion to analyze the dividend 
policies of the ten trusts during 1926, 
1927, and 1928 as shown in Table IV. 
Over the period there was an increasing 
tendency to conserve profits in order 
to provide reserve funds for reinvest- 


ment. Only one trust was forced to 
use up over one-half of its earnings 
in order to meet preferred dividend 
declarations in 1926. The expenses 
of organization prevent the figures from 
presenting a true picture of operations. 
The Railway and Light Securities 
Corporation had by 1926 built up a 
large surplus. Therefore, the high per- 
centage of profits paid out in dividends 
for 1926 seems more in the nature of an 
extra distribution. Of the trusts with 
issues of preferred stock outstanding 
only two, the Railway and Light 
Securities Corporation and Securities 
Corporation General, paid dividends 
on the common—these two are the 
oldest companies in the group. It is 
logical that the directors of each were 
in a better position to know from past 
experience the dividend policies best 
suited to their companies than were the 
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directors of the more recently formed 
trusts. 

In both the Massachusetts Investors 
Trust and the State Street Investment 
Corporation, where common stock rep- 
resented the sole claim on earnings, 
substantial dividends were paid in 
1926. It was the policy of the former 
to exclude profits from sales of securi- 
ties from income, but for this study 
such profits were added in for purposes 
of comparison. It must be noted here 
that the stated dividend policy of 
the Massachusetts Investors Trust pro- 
vided for liberal distributions of income 
received from interest and dividends. 
Stockholders were held as partners in 
the enterprise and as such were entitled 
to the entire net income less expenses 
and reserves. Inasmuch as there was 
little trading or realizing on securities 
indulged in by the company, this 
attitude was entirely consistent. 

In 1927, four of the ten companies 
paid no dividends on their common 
stocks. One of these, the American 
British and Continental Corporation, 
required 73.2% of its net income to 
meet preferred-dividend requirements, 
partly because of the preponderance of 
preferred stock in its capital structure— 
a situation which was partly alleviated 
in 1928 by the conversion of 40,000 
shares of second preferred into common 
stock. Each of the other three had 
preferred stock outstanding also—a 
condition which probably influenced 
their conservatism. ‘The building up 
of income by the reinvestment of 
profits rather than by the distribution 
of large dividends seemed the wiser 
course to the managers and directors 
of the majority of the ten trusts. 
Particularly is this plain in the case of 
the State Street Investment Corpo- 
ration, which drew the lion’s share of its 
income from profits realized and yet 


which paid out the smallest percentage 
of its net earnings in both 1927 and 
1928. This is indicative of the exis- 
tence of a feeling that the conditions of 
the period could not be expected to 
endure for many years; hence the 
importance and the necessity of con- 
serving earnings. 

There was an almost universal de- 
cline in percentage of net earnings 
paid out in dividends in 1928 among 
the group studied. So great, however, 
were the increases in earnings during 
the year that in many cases the prevail- 
ing dividend rates were raised or extra 
dividends were declared without using 
up so great a percentage of net earnings 
as in previous years. Only three of the 
ten trusts distributed more than one- 
half of their net profit for the year. 

Again it is interesting to refer to the 
dividend policies pursued by British 
investment trusts. In commenting on 
a tabulation of the dividend records of 
a group of British companies, Grayson 
says: 

The dividend policy of the average 
British trust is conservative . . . Obvi- 
ously a determined effort was made to 
maintain a steady and reliable dividend 
policy, and it is clear that dividends were 
not reduced among this group unless a 
very good reason existed for a reduction. 
On the other hand, dividends have been 
increased but slowly. We may, therefore, 
conclude that the distinguishing feature of 
the general dividend policy of British 
trusts, as disclosed by the group selected 
for consideration, would seem to be a 
steadfast conservatism.” 


It hardly can be stated that this is 
generally true of the ten American 
trusts under consideration, but an 
analysis of the statistics reveals a 
growing tendency toward conservatism. 
If there is any distinguishing character- 
istic of the group reviewed, it is a lack 





2 [bid., p. 97. 
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of uniformity in policy. Treatment of 
income so as to provide a regular 
dividend for the stockholder, upon 
which he can count, will do much to 
establish definitely the worth and use- 
fulness of the investment trust in 
America. 


Expenses of Operation and Compensation 
of Management 


Lack of complete published data 
makes it impossible to present detailed 
statements of the expenses of the ten 
trusts. But in order to convey some 
information as to the costs of doing 
business of the companies in the group, 
Table V was compiled. It presents 


TasBLe V. Totat Expenses 
(Including taxes and interest) 
Per cent of total income 














1926 an 
— | : : 
State St. Investment Corp...... |26.1) 121.5 21.2 
U. S. & Foreign Securities....... j10. 9| 14. 411. I 
General Public Service..........| 113. r 4-910.5 
United Bond & Share........... (61. o} 37. 930.5 
Railway & Light Sec............| 135.2} 22.622.6 
American British & Cont........ 33. 2/30.9 
Overseas Securities............. \29.8)\24.1 
Mass. Investors Trust..........| 6. 7itr. 3) 8.1 
Guardian Investors............. 22. 512. 3\22.9 


Securities Corp. Gen............ 24. 221.4 17.8 





a statistical record, for 1926, 1927, 
and 1928, of the total expenses, includ- 
ing interest and taxes, expressed in 
percentage of total income. It was 
deemed fitting to include both taxes 
and interest in the figures for total 
expenses in order to show exactly what 
per cent of total income is really avail- 
able for distribution or reinvestment. 
In considering the figures presented, it 
should be recognized that the high, in 
one case extraordinarily high, figures 
for 1926 include the non-recurring 


expenses of organization, legal work, 
etc. Such unusual expenses are to be 
expected in the infant years of these 
companies. 

In certain cases, where managerial 
compensation is based on a definite 
percentage of net worth, as in the case 
of the State Street Investment Corpo- 
ration, the figures for the period are 
influenced upward by the high prices of 
the securities held. Ina less “‘bullish” 
time, however, the decrease of the item 
of managerial compensation would tend 
to lower the total. One of the most 
surprising things about the expense 
accounts of the companies in the group 
is the variety of methods by which 
management is paid. Table VI lists 
the various ways. 

TaBLe VI. CoMPENSATION OF 
MANAGEMENT 


State Street Investment Cor- 1% on average net 
poration worth 

U. S. and Foreign Securities Fixed by directors 
each year 

Salaried officers 

20% net profits 

Salaried officers 


General Public Service 

United Bond and Share 

Railway & Light Securities 

American British & Continen- 
tal Salaried officers 

10% net to managers 


vi iti ; 
Overseas Securities 8% net to divectors 


Massachusetts Investors’ 
Trust 6% of annual income 


Guardian Investors Not stated 
Securities Corporation General Salaried officers 


Of the ten, only four make compen- 
sation dependent on performance, so to 
speak, where there would be a direct 
incentive for the managers to build up 
the income and net worth of the trust 
in order to augment their own return. 
Four of the companies are operated on 
the customary business basis of straight 
payment of salaries to officers and 
employees. While this method may 
tend to keep down management ex- 
pense, it has not deeply affected the 
total expenses of those trusts so employ- 
ing it. It is not yet possible to say 
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Taste VII. Common Stock 
(Per share) 
Price Range | 
Earned - 
ities 1928 Asset Value per Sharelj Dividends 
Dec. 31, — 1928 1928 
High | Low | 
State Street Investment Corporation............. | 194 | 106 193.00* 23.00 5.00 
U. S. & Foreign Securities Corporation............ | 6934 208¢/ = 12.32f 5.86 None 
General Public Service Corporation.............. 3034 17 28.81* 1.18 8%t 
United Bond & Share Corporation ............... Not quoted 45.11f 25.80 4.50 
Railway & Light Securities Corporation........... _ 81 65 42.98f 4.91 4.00 
American British & Continental.................. 33 18 7.97" 1.33 None 
Overseas Securities Corporation.................- 72 30 23.94¢ 6.80 1.50 
Massachuetts Investors’ Trust..................- 10534) 8534 99.66* 3.32 4.72§ 
Guandlad BOOGIE. ic cecincscnkeksceiccccasaces 27 1644 5.06f 1.23 None 
Securities Corporation General..................- 295 | 130 114.12f | 23-94 4.00 


























* Liquidation value (investments at market price). 


+ Book value (Actual value of investments not stated. Investments taken at cost price). 


t In stock. 
Includes special dividend paid from surplus. 
j On number of shares outstanding 12/31/28. 


which of the methods illustrated serves 
the interests of investment-trust stock- 
holders more advantageously—a trial 
of years and changed conditions must 
provide the test. Few points of sig- 
nificance may be drawn from this 
consideration of expenses, but evidence 
that the trend is definitely downward is 
both a constructive and an encouraging 
sign. Economy of operation is of 
almost equal importance with skill of 
operation. 


Prices and Values 


Unlike the great majority of British 
and Scottish trust securities which are 
listed and dealt in on ‘Change, most 
American investment companies have 
been handled “‘over the counter.” Re- 
cently, however, several of the compa- 
nies have been listed on the exchanges of 
either New York or Boston or some 
other city. The scarcity of accurate 
quotations for past years, therefore, has 
prevented the inclusion of a price range 
for the entire period studied. In an 
attempt, however, to show the market 
actions of the stocks and their relations 
to asset values, earnings and dividends, 


Table VII has been compiled. Grant- 
ed that the records of one year may be 
inconclusive, it is interesting to note 
that the stocks of investment trusts are 
subject in most instances to the influ- 
ence of general speculative activity. 

The tabulation is evidence of conflict- 
ing methods of evaluation. Only in 
the cases of the Massachusetts Inves- 
tors Trust and the State Street 
Investment Corporation, which main- 
tain a market for their shares at the 
exact liquidation value less a small 
charge, does one find a close relation 
between price and asset value. Indeed 
there seems to exist a tendency for the 
stocks of the others to sell at prices 
quite irrespective of value or earnings 
or yield. The more frequent publi- 
cation of the market values of port- 
folios might do much to correct this 
situation. At any given time a trust’s 
stock is worth at least its liquidating 
value. How much more it is worth 
depends on the importance the buyer 
places on three factors, namely, man- 
agement, earnings, and dividends. 

The management question has been 
much discussed and written about. 


en 
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Fowler® defends the premium paid for 
management as follows: 


“In the well-managed investment trust 
the fair evaluation of management might 
be taken at roundly 33 to 50% of the total 
invested capital For the less effi- 
cient management, the percentage will be 
near the lower figure; for highly efficient 
management, the percentage will be near 
the upper limit.” 


As opposed to this it may be argued 
that this is too great a price to pay for 
management. ‘Those who support this 
view state that the management of an 
investment trust contains “no element 
of magic,’’* but is in the last analysis 
merely the application of basic princi- 
ples of investment. ‘Therefore, where- 
as good management is worth some 
premium, it is less fundamental than 
either earnings or dividends in deter- 
mining the price of an investment-trust 
stock. It must be recognized that the 
prices of many investment-trust stocks 
have been directly affected by an 
attempt at such evaluation. 

The second factor, earnings, is per- 
haps an equally unstable base upon 
which to price these stocks, for it must 
be remembered that the earnings for 
the year shown in Table VII contain 
in many cases large profits from the 
sales of securities. This type of income 
is apt to be of a non-recurring nature; 
at least it will probably decline during 
the near future. However, in a less 
speculative time than 1928, earnings 
probably will become settled to a point 
from which price estimates may be 
drawn. The fallacy of basing prices 
on short-time results has been revealed 
in Table III, which shows the decline of 
the group under consideration in the 
market collapse in 1929. 

3 Fowler, John F., Jr., American Investment Trusts, 


pp. 219, 220. 
“Grayson, op. cit., p. 177. 


British investors have been willing in 
the past to pay a premium for regular- 
ity as well as for size of dividends. Ip 
so providing a regular return, the 
investment trust is performing a service 
which many investors seem unable to 
perform for themselves. Because of 
this, the investor is willing to pay more 
for the stock. Few companies in the 
present group have adopted regular 
dividend policies, but there is a distinct 
tendency in that direction as demon- 
strated by the accumulation of reserves 
for dividends. 

Since some of the asset values per 
share in Table VII were found by 
taking investments at cost and the 
rest by taking investments at market, 
a proper comparison is not provided. 
This difficulty is enhanced by the 
reluctance of certain companies to 
publish the market value of their port- 
folios. But three of the four shown at 
liquidation value reveal a close relation 
between price and worth. 

It is too early to draw any definite 
conclusions about the ten companies 
studied. From an historical point of 
view the group has prospered; certain 
members of the group have prospered 
greatly. Although favored by circum- 
stances, it must be said to the credit 
and ability of the various managers 
that these trusts have taken advantage 
of the situation. The investment-trust 
movement in America has been one of 
rapid expansion; undoubtedly there 
will be necessary contraction, cor- 
rection, and perhaps cases of failure 
as an aftermath. But those compa- 
nies whose growth has been healthy, 
whose management has been alert yet 


not reckless, and whose policies have: 


been tempered with conservatism, 
will justify their place in American 
finance and their worth to American 
investors. 
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THE CLOTHING WORKERS’ FACTORY IN 
MILWAUKEE 


By LYLE W. COOPER 


ing of the principal subject 

here discussed, brief attention 
is directed to certain preliminary con- 
siderations. This appears to be a 
desirable procedure, for otherwise the 
account concerning the clothing fac- 
tory which is owned and managed 
by the Amalgamated Clothing Workers 
of America is certain to impress some 
readers as idealized and unrealistic. 


poe. a more complete understand- 


Recent Labor Policy in America 


Leading organizations of labor in the 
United States are manifesting increas- 
ing interest in the production of wealth— 
in contrast to an earlier almost exclu- 
sive concern with wealth distribution. 
Broadly speaking, this interest has 
come about because of a realization 
that the major source of higher in- 
comes and standards of living for wage 
earners must come from an expanding 
output of goods and services. More 
immediately, such interest has devel- 
oped from the realization that unless 
employers are possessed of the assur- 
ance of co-operation in efforts to lower 
costs and improve quality, little head- 
way can be made by the unions in 
their attempts to organize wage earners. 

Illustrative of this situation is the 
co-operative relationship between the 
railway shopcrafts and certain leading 
railway systems—notably, the Balti- 
more and Ohio, the New York Central 
and the Canadian National. Doubt- 
less the managements of such roads 
could, in any test of strength, stave 
off this group of unions as successfully 


89 


as some of the other carriers. But 
evidently the managements of the 
roads named have concluded, from 
motives of productive efficiency, that 
more is to be gained through “recogni- 
tion” of the shopcrafts than otherwise. 
“Recognition,” it is true, is conditioned 
on the assurance from the unions of 
their active assistance in efforts toward 
lowering costs. Unless the assurance 
materialize in costs lower or not greater 
than those prevailing for similar work 
on competing roads, the managements 
responsible for the co-operative system 
adopted would hardly receive the nec- 
essary support from stockholders. The 
shopcrafts, in their turn, appear to be 
satisfied with the arrangement, for 
higher wages, better working condi- 
tions and greater security of tenure 
have resulted.! 

In fact, the plan of union-manage- 
ment co-operation sponsored by the 
shopcrafts is frequently pointed to by 
the spokesmen of the American Federa- 
tion of Labor as typifying what they 
are willing and anxious should be 
adopted to govern the relations between 
business managements and organized 
wage earners generally. The point of 
view thus manifest, while it embodies 
an attitude different from the earlier 
relative lack of interest in production, 
is not exactly new; it was an outgrowth 
of the evil days for organized labor 





1For a detailed account of the plan of “union- 
management co-operation” on the railroads, see the 
chapter by Otto S. Beyer in Wertheim Lectures on 
Industrial Relations, 1928, Harvard University Press, 


1929. 
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which came with the depression of 
1920-1922. The adversity experienced 
by the unions during that period 
resulted in the loss of many gains that 
were secured during the war. If the 
ground thus lost was to be recovered, 
the correct course of action appeared to 
be a more direct and positive interest 
in production. Such an interest, in- 
telligently directed, seemed better cal- 
culated to attain “results” in the form 
of trade agreements entered into by 
managements than the kind of persua- 
sion which was limited solely to strikes 
or to the threat of strikes. This is 
not the first occasion of adverse con- 
ditions being responsible for fresh think- 
ing along industrial lines, and perhaps 
the majority of business managements 
require such a spur to improvements 
in technique as much as do trade 
unions. But, however this may be, 
it is a fact that during the few years 
preceding his death in 1924, President 
Gompers, in editorials, articles and 
speeches, frequently stressed the po- 
tentially great contributions to im- 
proved production possessed by the 
wage earners in their organized capacity. 
The same idea is constantly emphasized 
by President Green and other Federa- 
tion of Labor officials, as well as by 
leaders in affliated organizations. 


The Amalgamated Clothing Workers 


Attention is mainly directed in this 
article, however, to a project of the 
Amalgamated Clothing Workers, an 
organization not affiliated with the 
American Federation of Labor. The 
lack of affiliation serves to emphasize 
more fully the widespread interest of 
organized labor in production—espe- 
cially so when it is recalled that the 
Amalgamated, in contrast to the “‘con- 
servative” A. F. of L., has the reputa- 


tion of being somewhat “socialistic” 
in its ultimate objectives. 

The Amalgamated has had acompara- 
tively short history. It began as a 
“dual” union in 1914, at Nashville, 
This ‘‘dual” character arose in conse- 
quence of dissatisfaction with the leader- 
ship and policies of the dominant 
faction in the United Garment Work- 
ers, an organization affiliated with the 
A. F. of L. and now largely confined 
to the overall branch of the men’s 
clothing industry. ‘The insurgents who 
withdrew from the United to found 
the Amalgamated had their principal 
strength in the leading producing cen- 
ters for men’s clothing, New York and 
Chicago. The Amalgamated’s mem- 
bership was drawn for the most part 
from the workers of the so-called 
“newer immigration,” and the leader- 
ship was largely supplied by Jewish 
workers who had come from Russia. 
The main grievance against the United 
Garment Workers was its alleged in- 
difference to the “‘newer immigrants” 
and to the chaotic sweat-shop condi- 
tions under which most of these immi- 
grants worked. ‘There was the further 
conviction that the leadership of the 
United gave no promise of bringing 
under control the cut-throat competi- 
tive conditions which made abortive 
such efforts as were undertaken to 
bring about better living standards 
for the wage earners. Whatever justi- 
fication there may have been for 
the insurgents’ grievances, it was not 
deemed sufficient by the A. F. of L.: 
the “law” of the case was that “dual 
unionism,” particularly that originat- 
ing in rebellion such as characterized 
the establishment of the Amalgamated 
Clothing Workers, must not be coun- 
tenanced in any degree. This cir- 
cumstance of non-recognition by the 
Federation appears not to have handi- 
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capped the progress of the Amalga- 
mated, although it is well understood 
that the Amalgamated leaders, in con- 
formity with their desire to promote the 
interests of the general labor movement, 
would prefer to have their union affili- 
ated with the Federation. 

The Amalgamated is an industrial 
union which includes all wage earners 
employed in a clothing factory. The 
membership is now in excess of 125,000. 
During the union’s comparatively brief 
existence it has succeeded in organizing 
approximately 70% of the productive 
capacity of the United States and 
Canada in men’s suits and overcoats. 
Soon after the establishment of the 
Amalgamated the clothing industry 
experienced a hectic growth due to 
war-time demand. But, in common 
with most other industries, the clothing 
industry was hit hard by the depression 
which began in 1920. Unlike many 
industries, men’s clothing never re- 
covered fully after that depression and 
this fact, together with the “‘rational- 
ization” which has taken place on a 
considerable scale, has brought about a 
marked decrease in the number of 
workers employed. 

In addition to the adverse situation 
just indicated, there are other features 
of the industry which make the task of 
maintaining a strong and stable union 
a difficult one. The main problem has 
been to bring and to keep under control 
the numerous small concerns, particu- 
larly the type of contractor who takes 
bundles of material to his home or 
to some makeshift shop and there 
“sweats” his whole family and as many 
others as he can employ—‘“sweating”’ 
being a result of efforts to meet the 
jobbers’ onerous terms. The Amalga- 
mated’s attempts to deal with this 
problem have been attended with a 
degree of success, although the problems 
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of control are ever recurrent in this 
industry where little or no capital is 
required to set up a “factory.” The 
union’s most recent achievement in this 
connection has been a spectacularly 
successful campaign during the past 
year to organize the Philadelphia mar- 
ket, long a stronghold of non-union 
employers in the industry. 


The Situation in the Chicago Market 


It is to the Chicago market, however, 
that one has to look for some of the 
key developments in the union’s active 
participation in the solution of produc- 
tion problems. In that city the situa- 
tion is almost unique for the industry 
in that the market is dominated by 
such large firms as Hart, Schaffner 
and Marx, Kuppenheimer, and Alfred 
Decker and Cohn. These companies 
and others possess a sufficient sense of 
responsibility, and are characterized 
by such a degree of permanence, as to 
make it possible for them to visualize 
other methods of making profits than 
the cruder forms of “taking it out of 
labor” which the contractor and the 
submanufacturer, if they are to survive, 
are typically compelled to practice. 
At the same time, although the large 
manufacturer might not be induced by 
the force of immediate circumstances 
to cut wage rates, lengthen the working 
day and in other ways reduce labor 
costs by a resort to means which would 
in effect bring about the restoration of 
the sweat-shop, he is under competitive 
pressure to produce at a figure which 
will permit him to meet the costs 
and prices of the small “fly-by-night” 
concern. 

To carry out any plans of the large 
manufacturers in the Chicago market 
to reduce costs, the co-operation of the 
Amalgamated was essential. Conceiv- 
ably, the union might have fought 
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strenuously every proposal of a nature 
calculated to lower costs, should the 
economies involved in any way threaten 
the jobs or earnings of the membership. 
Instead, industrial statesmanship was 
evident on the part of the union and 
its leaders. The willingness to join in 
measures designed to make the industry 
more prosperous is based on the as- 
sumption that the wage earners consti- 
tute an integral part of the industry: 
their investment consists of their jobs 
and their knowledge and skill. There- 
fore, in order to preserve this invest- 
ment, which pays dividends in the form 
of standards of living much superior 
to those of the sweatshop days, care 
should be taken to see to it that the in- 
dustry functions efficiently. The kind 
of co-operation which resulted was not 
a blind acceptance of whatever propo- 
sals management might make. Rather, 
matters were discussed and hammered 
out by negotiation, with an eye al- 
ways to protecting and promoting 
the status of the employees to the 
greatest practicable degree. If direct 
negotiation did not lead to mutually 
acceptable measures, then resort was 
had to the impartial machinery of 
arbitration. The arbitration machin- 
ery embodied in the Trade Boards 
and the Impartial Chairman, it is 
worth emphasizing, is functioning all 
the time. Salaries of the arbitrators 
are paid in equal amounts by the union 
and by the manufacturers. 

Although a considerable body of “‘in- 
dustrial law” has developed to govern 
labor relations in the industry, and 
although this law has been of great 
value in stabilizing union-management 
relations, it is well to recognize that 
the basically decisive influences have 
been the nature of the producing mar- 
ket and the far-sightedness of the 
larger firms and the union. For ex- 


ample, the union could afford to permit 
the introduction of production stand- 
ards in Chicago, under a week-work 
system, whereas in the presence of 
disorganized competitive conditions in 
New York City such a course would 
have involved too great danger of abuse 
by employing interests. And eventu- 
ally the Amalgamated in Chicago could 
favor piece-work, while the same union 
dared to permit the introduction of 
this system of wage payment in New 
York City only somewhat later. The 
union’s part in the successful inaugura- 
tion of a far-reaching program of mech- 
anization also received initial impetus 
in Chicago and there reached, in a 
manner which will be explained shortly, 
surprising proportions in the shops of 
Hart, Schaffner and Marx. Again, 
the system of unemployment insurance, 
with all of its potentialities as a method 
of stimulating managements to regu- 
larize production, first appeared in 
Chicago and was practicable only be- 
cause some of the large firms there had 
a sufficient margin of resources to en- 
able them to begin the experiment. 


The Policy of the Amalgamated 
Clothing Workers 


Proper emphasis needs to be placed 
upon the fortunate circumstance that 
the Chicago market might be utilized 
somewhat as a large-scale laboratory in 
which tested results could be obtained 
for application in other producing 
centers. This should not detract, how- 
ever, from the credit due the Amal- 
gamated for possessing the creative 
imagination that would impel it to 
sponsor policies which, while they were 
calculated to eventuate finally in bene- 
fits for the workers and the industry as 
a whole, in certain cases would entail 
for the employees immediate sacrifices 
of a serious nature. The ability of 
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the union to look beyond the next 
week or the next year is a manifesta- 
tion, as labor leaders would say, of its 
“philosophy.” In brief, this amounts 
to the conviction that the clothing 
workers in their organized capacity 
are destined to play an increasingly 
important role in production, until 
the time comes when essential functions 
now performed by private management 
may be transferred to the workers.* 
This conception has not remained an 
idle theory; it has been acted upon so 
literally that now the union has a group 
of experts who, from time to time in 
their various capacities, have assisted 
distressed managements in solving pro- 
duction problems. Such assistance is 
never extended without the substantial 
prospect of eventual benefits to the 
workers as well as to the owners. Co- 
operation takes various forms, such as 
the introduction of production stand- 


? While our main concern here is with the Amalga- 
mated’s approach to production, this approach cannot 
be fully comprehended except in the light of some of 
the other manifold activities of the union. There 
are two well-managed banks owned by the union, one 
in Chicago and the other in New York City. In the 
latter city is located the union’s investment trust, 
Amalgamated Investors, Incorporated, which has 
operated successfully for a number of years; there 
also is a separately organized company for the purpose 
of making small loans to the membership. In New 
York City the union has financed the construction 
of two large co-operative apartment projects; the 
buildings represent careful planning in order, among 
other things, to obtain the maximum of air and light, 
and they are available at a monthly charge consider- 
ably below the prevailing rates for accommodations 
not so well planned. In Chicago, the recently con- 
structed Amalgamated center, in addition to offices, 
is provided with a theatre, gymnasium and library. 
It has always been the policy of the union to promote 
educational and recreational facilities for the member- 
ship. Debates and lectures occur frequently and the 
well-edited weekly official journal, The Advance, is 
published in several languages in addition to English. 
lhe activities referred to will indicate that the union 
goes beyond the vital but narrow function of collec- 
tive bargaining: conscious efforts are made to bind 
the membership into a cohesive social group which 
is possessed of a loyalty and good-will for the organiza- 
tion capable of meeting the severest tests. 
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ards and rearranging the routing of 
materials and layout of plant. In a 
notable instance, when a firm was in 
such bad financial shape that its bank 
refused to extend further credit, one of 
the banks of the union came to the 
rescue with a substantial loan. This 
unusual action was not based upon 
any special affection for the owners, 
but upon the belief that the concern’s 
difficulties were temporary and that 
the action taken was the most promis- 
ing way to secure employment for the 
workers: bankruptcy of the firm in 
some respects would create more diffi- 
cult problems for the employees than 
for the investors who had lost their 
capital. The firm did successfully sur- 
vive the crisis in its affairs, and of 
special significance is the fact that 
the union’s bank, because it knew the 
clothing industry intimately, was in a 
better position to determine correctly 
the real nature of the manufacturer’s 
difficulties than the bank with which he 
dealt regularly. 

Possibly the most spectacular illus- 
tration of the Amalgamated’s general 
policy concerning production was the 
request of “Golden Rule” Nash to 
his employees that they become mem- 
bers of the union. The employees of 
the Nash Company, a Cincinnati con- 
cern, had been on an open-shop basis, 
on the theory that practicing the 
Golden Rule made unionism unneces- 
sary. Evidently the ideal had been 
approximated in some respects, for 
when Mr. Nash was converted to the 
view that the Golden Rule called for 
collective bargaining, he was impelled 
in an impassioned speech to persuade 
both wage earners and subordinate 
officials that the proposed arrangement 
would be an advance over the existing 
one. Mr. Nash had the assurance 
from the Amalgamated of the service 
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of the union’s experts in a thorough 
reorganization of the company’s pro- 
duction methods—an acutely essential 
measure because of the inefficiency 
which had developed following the 
firm’s prolonged period of prosperity and 
the subsequent severe competition it 
experienced after the War. But while 
the circumstances attending the in- 
troduction of the new version of the 
Golden Rule into the Nash Company 
may have been, for publicity purposes, 
the most dramatic success of the 
union in connection with production, 
its relations with the large Chicago 
firm of Hart, Schaffner and Marx 
undoubtedly have been the most im- 
portant factor in the impact of the 
union on the clothing industry. This 
is due to the numbers of employees 
directly involved, to the company’s 
prestige within the industry, and to 
the pioneering nature of some of the 
production methods that company and 
union have jointly introduced—the 
significance of which, in relation to the 
union’s factory in Milwaukee, will be 
explained. 


The Union’s Experiment of Running 
Its Own Factory 


The discussion thus far is designed 
to make clear why, when the Executive 
Board of the Amalgamated concluded 
that it would be advisable to establish 
the union’s ‘‘own factory,” the move 
was a logical outgrowth of an attitude 
concerning production which had been 
developing and had been applied for 
some time. And it will not be surpris- 
ing to discover that in order to consum- 
mate the union’s plan, the firm of Hart, 
Schaffner and Marx enters the picture. 

The experiment had its origin in a 
lockout, begun in April, 1928, of nearly 
800 employees of David Adler and Sons, 
of Milwaukee. Concluding that the 
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company was determined to inaugurate 
an open-shop policy, even though this 
might lead to driving it out of business 
in consequence of its inability to secure 
non-union help—a result which recently 
took place—the union decided that 
circumstances made desirable the estab- 
lishment of its own enterprise. Two 
immediate purposes were in mind. 
One was to provide employment for 
as many workers as possible, thereby 
reducing the drain on union funds made 
necessary through the payment of 
benefits to those without jobs. A 
second purpose was to bring such 
pressure on the Adler company that it 
would discover the wisdom of resu- 
ming collective bargaining; although 
the company was apparently deter- 
mined not to compromise, there was a 
bare possibility that an altered policy 
might result when it was confronted 
with a probably permanent loss of 
its former employees.* In addition to 


*The labor dispute which brought about the 
establishment of the factory was also responsible for a 
legal battle involving important features and in which 
the union was largely victorious (see an article by the 
writer: ““The Injunction comes to Wisconsin,” New 
Republic, Jan. 23, 1929). The final development is a 
decision by the Supreme Court of Wisconsin in 
which the Court goes farther than the lower court, 
ruling that because the Adler Company did not 
“come into court with clean hands” it was entitled 
to no injunctive relief whatever. Both courts 
agreed that the company had deliberately violated its 
trade agreement with the union on a number of 
counts. The Supreme Court held that the company 
“‘began a course of deliberate and systematic breaches 
of its contract . . . , with the apparent purpose of 
inducing its employees to take some action which 
would throw on them the onus of having precipitated 
this labor controversy ... Plaintiff pursued a 
course of conduct that precipitated a labor war. 
When the tide of battle seemed setting against it, the 
plaintiff sought to withdraw from the field to which 
it had deliberately gone, and appealed to a court of 
equity from the consequences that naturally flowed 
from the course of conduct it had deliberately pur- 
sued. A court of conscience will not extend its strong 
arm to protect one who has pursued such a course of 
conduct. It wiil leave such applicant for relief 
where it has deliberately chosen to place itself.” 
(228 N. W. Reporter 123, 125.) 
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these highly practical immediate objec- 
tives, there was undoubtedly a desire 
on the part of Amalgamated officials 
to discover what they and the rank 
and file could do with their own factory: 
viewed in this light, the factory was 
one more step in the direction of 
control over production. 

The plan was conceived of submitting 
to Hart, Schaffner and Marx the 
proposal that the locked-out clothing 
workers in Milwaukee manufacture 
clothing on contract for the Chicago 
firm. An agreement to this effect was 
finally reached and the union proceeded 
to rent a well-lighted floor in one of the 
Pabst Brewery buildings. Machinery 
was provided, an operating force of 
235 was selected from the former 
Adler employees, and the going concern 
began to produce clothing October 1, 
1928. 

The Amalgamated has entire control 
of the enterprise. Piece rates, assign- 
ment of workers, arrangement of hours, 
layout of plant, supervision and dis- 
cipline—all are exclusively subject to 
union control. One man at the plant 
is on the Hart, Schaffner and Marx 
pay-roll; he is an inspector who passes 
on each garment before it leaves the 
factory. One operation, the cutting, 
is carried on in Chicago in the shops of 
Hart, Schaffner and Marx. Bundles 
of material are sent in a steady stream 
to Milwaukee to be made up into 
sults. 


The ‘*‘ X-Construction”’ Plan 


There are certain features govern- 
ing the relationship of the Amalga- 
mated and Hart, Schaffner and Marx 
which are essential to an understanding 
of the willingness of both company 
and union to enter into this novel 
agreement. From the time the union 
organized the Chicago market, Hart’s 
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has been the most important factor in 
that producing center. More than four 
years ago the Chicago firm, with the 
co-operation of the union, embarked 
upon the manufacture of a new line 
of merchandise, under the so-called 
**X-Construction Plan.” In brief, the 
plan involved a more minute sub- 
division of labor, a large substitution of 
machine work for hand operations, a 
marked reduction in the number of 
styles, and improvements in the routing 
of material through the plants. An- 
other important feature was closer 
co-operation with the union with re- 
gard to personnel management. Gen- 
erally speaking, what occurred was the 
inauguration of the recently widely dis- 
cussed process of “rationalization.” 
Such a procedure, in the depressed con- 
dition of the clothing industry, was 
altogether desirable, but it was one 
which could be utilized to advantage 
in such a state of complete unionization 
only when the Amalgamated actively 
assisted. It is also significant that the 
plan was one which labor could feel 
free to support only where a strong 
union existed—otherwise, the far-reach- 
ing changes would be all too likely to 
result in such alterations in piece 
rates and in such haphazard and whole- 
sale displacement of labor that the 
position of the workers would be made 
worse rather than better. As events 
have turned out, by making it possible 
to produce garments of good quality to 
retail at moderate prices, production 
has been expanded and stabilized— 
to the benefit of both Hart’s and the 
union’s membership. The plan has 
proved so satisfactory that well over 
90% of the company’s production is 
now “ X-Construction.” 

Under the ‘‘ X-Construction Plan,” in 
the essential matter of wage-determina- 
tion lay perhaps the most significant 
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departure from customary practice in 
the clothing industry. Collective bar- 
gaining, under the plan, instead of 
including rates on each operation, was 
confined to the price for the finished 
product. The Amalgamated, having 
agreed to make the garment at the 
specified price, determined upon and 
applied piece rates to the various opera- 
tions. This complicated task had to 
be done in such a manner as would 
permit the production of the garment 
at the agreed upon price, and also at 
rates equitable among the various 
classes of work and that would yield 
the membership good earnings. Sub- 
sequent changes in the garment make 
necessary supplementary agreements 
relative to each operation affected; but 
fixing rates on the bulk of the opera- 
tions is a matter of routine governed by 
the ‘“‘industrial law” which is the 
outcome of past experience. The en- 
tire arrangement obviously entails large 
union responsibility and correspond- 
ingly frees the company from such 
responsibility. The plan permits the 
firm to devote relatively greater atten- 
tion to marketing. The success of the 
plan depends both upon technical com- 
petence among the union’s staff and 
upon confidence of the membership in 
their officials. 

The background of experience in Chi- 
cago with the “X-Construction Plan”’ 
provided the basis for the Milwaukee 
factory. ‘The union’s experts were well 
informed on some of the subjects with 
which they had to deal; they knew 
piece rates and correct layout of plant, 
and they knew something about over- 
head. They knew the “‘right’”’ prices 
on finished garments at Hart’s in 
Chicago. As important as anything, 
they knew a great deal about the psy- 
chology of “the people” in the shops. 
But there were uncertainties inthe new 










situation, including unknown elements 
relating to overhead and to the psychol- 
ogy of “the people,” which involved 
complete responsibility for production, 
It would be as much a mistake, there- 
fore, to assume that the union took no 
risks at all in this new enterprise 
as it would be to assume that a venture 
was being undertaken about which 
there was complete ignorance. To cer- 
tain of those in charge of the factory, 
possibly as great a risk as any was 
that they, subscribing to the belief 
in labor’s ultimate ability to operate 
industry “‘for use and not for profit,” 
might fall down on this concrete at- 
tempt (even if on a small and incom- 
plete scale) to justify their convictions. 


Problems Confronting the Union 


To understand better the problems 
which confronted the union it is neces- 
sary to go into detail. One problem 
was that at Adler’s the employees had 
been engaged in making garments 
which entailed hand work to a much 
larger extent than with production in 
their own plant. This meant that 
retraining was frequently necessary. 
For the first two weeks, production was 
set at a thousand garments per week. 
The normal quota to be achieved was 
1,500 units—each unit consisting of a 
coat, a vest and two pairs of trousers. 
This objective was soon attained, 
and after seven months the 1,600-* 





* The union’s officials evidence pride in this output 
of 1,600 garments per week. At the same time, they 
point out that such a volume of production, under 
the processes utilized, would not be large for the 
same number of employes in Chicago. From their 
observation of numerous groups of workers in various 
centers, they advance the interesting theory that the 
larger the city, the greater the output per worker. 
This is ascribed to the generally faster tempo of 
existence which, among other things, leads to keener 
competition among workers for jobs, and to higher 
living costs which make necessary greater expendi- 
tures of energy in order to obtain the larger number 
of dollars required. 
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mark was approximated. Soon it was 
possible to produce this number in 
five days instead of five and a half. 
The shift to machine production was 
effected with a minimum of friction or 
delay. What occurred demonstrated 
conclusively that industrial proficiency, 
rather than slowly acquired skill in 
putting garments together, is the signif- 
icant feature on the production side of 
the men’s clothing industry, and, more- 
over, that within the union there 
exists this requisite competence in 
production. 

The successful production of clothes 
depends both upon a fund of technical 
knowledge and upon ability to deal with 
workers. It is in the latter essential 
that there was the greatest uncertainty. 
Marshalling the union’s forces against 
an employer during a strike or develop- 
ing a self-imposed discipline that will 
go so far as to cause the workers to 
comply with the terms of a trade 
agreement which comes to be regarded 
as disadvantageous—matters like these 
involve the leaders’ ability to deal with 
the rank and file. Something different, 
however, is at stake when the union 
turns employer and is compelled to 
assume all the responsibility in super- 
vising its members on their jobs. Will 
the members object to their fellows 
“bossing”’ then under these conditions? 
Will petty jealousies arise that are 
difficult to handle? 

Investigation which embraced con- 
versations with quite a number of “‘the 
people” as well as with the management 
revealed the following. For the 235 
workers there is a supervisory staff of 
five, distinctly smaller than is ‘‘nor- 
mal.” The five include Hyman Iso- 
vitz, whose regular position is that of 
business manager for the union in 
Chicago, as superintendent, and Jerome 
Possner, also from Chicago, who is 
assistant superintendent. The other 
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three, including one woman, were for- 
mer employees of Adler’s. With these 
three, particularly in the case of one of 
them, there was at first some disposition 
on the part of the workers to be criti- 
cal—a not unnatural attitude toward 
being ‘‘bossed”’ by those regarded as 
fellow workers “no better than we are”’ 
but this feeling soon altered and, 
from all present indications, has 
disappeared. 

The mere fact that a union-managed 
factory exists does not mean that a 
Utopia in working relations has arrived. 
Individuals will on occasion do slip- 
shod work, disagreements may arise 
among workers and there may develop 
grievances against the management. 
Consequently, offending workers have 
to be “talked to”? about their duties 
and there needs to be an agency for 
disposing of grievances. These factors 
were anticipated and provision made 
for dealing with them. Louis Schultz, 
also of the union’s Chicago staff, was 
appointed to hear any complaints of the 
workers and to represent them in 
bringing about necessary adjustments 
with Mr. Isovitz. When a _ worker 
requires correction from the manage- 
ment because of mistakes of com- 
mission or omission, it is the aim 
to give advice and suggestions tactfully 
rather than in a “hard-boiled” manner. 
At the shop meetings general matters 
pertaining to the factory are discussed 
and the membership is reminded of the 
vital importance of maintaining quality 
as wellasoutput. Upto thetime this is 
written, only one worker has been 
discharged.° 





5 An offending worker is warned, and two or three 
such warnings are customarily sufficient. The union 
officials state that while harsh discipline is little 
relied upon, discipline must be retained and that any 
kind of ‘‘co-operative production,” in which the 
workers in the shop would be in complete authority, 
is out of the question at present. Hence, they explain 
the necessity for union officials from outside of 
Milwaukee to assume final managerial responsibility. 
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As one walks through the plant, 
occasionally stopping to converse, the 
clear impression is gained that the 
atmosphere is distinctly different from 
that prevalent in the typical clothing 
factory, and, for that matter, in the 
typical factory of any kind where there 
exists a marked division of labor under 
the machine process. The difference 
is not easy to define exactly, but possi- 
bly it can be conveyed by describing 
it as a greater sense of freedom which 
almost approaches light-heartedness. 
** Almost,” because, after all, operating a 
pressing machine and sewing on buttons 
for forty hours a week are not occupa- 
tions in themselves completely con- 
ducive to gayety. Nevertheless, here 
in this factory is a state of mind which 
those psychologists who are concerned 
with the effects of repetitive industry 
upon the human organism ought to 
investigate. It is difficult to say 
whether the most important cause of 
the difference is due to the feeling on 
the part of “the people” that this is 
their “own shop,” or to the more 
specific emotion that they are not being 
*‘watched all the time” by unsympa- 
thetic foremen who are looking for a 
chance to “‘bawl them out.” 

Again, to keep the record straight, it 
is necessary to remind the reader that 
the changed atmosphere which is evi- 
dent in the Amalgamated factory has 
not altered completely the nature of 
work which is inherently monotonous 
and fatiguing. Employment in a 
clothing factory under the new arrange- 
ments may be more attractive than it 
ever was under the old dispensation, 
and for this reason the effect of highly 
repetitive operations may not be so 
quickly realized. But this does not 
serve to eliminate the inevitable results 
of machine work. And so workers— 
particularly married women, who com- 
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prise more than half of the entire 
force—fairly often take time off at 
their own expense. In fact, due to 
the condition that under the contract 
with Hart, Schaffner and Marx, work 
has been so steady that the customary 
dull seasons have not occurred, some 
desire is in evidence among the workers 
for more seasonal employment; in retro- 
spect, the time formerly lost takes on 
somewhat the appearance of a vaca- 
tion. This has its humorous side, 
but it deserves attention and the 
management is considering ways and 
means of providing vacations. 


The Business Aspects 


Whatever other implications are in- 
volved in the experience of producing 
clothes under complete union control, 
one should not lose sight of the business 
aspects which play a large part. Not 
only must the going concern turn out 
a satisfactory product in the volume 
necessary; from the point of view of 
the workers, weekly pay must at least 
compare favorably with amounts to 
which they have become accustomed. 
This vitally important result has been 
achieved. Because the garment is not 
the same as that formerly manu- 
factured at Adler’s, a different piece- 
rate structure had to be devised. 
And, because conditions in Milwaukee 
do not duplicate those at Hart’s, it 
has not been practicable to take over 
completely the rates prevailing on 
similar garments in Chicago. Adjust- 
ments were therefore made to meet the 
conditions, with the Chicago rates the 
mainelement. Weekly earnings, taken 
as a whole, are substantially higher 
than they were at Adler’s, although 
this is not the case with a few workers 
for whom, under a more mechanized 
production, openings did not exist 
that would yield them the same in- 








THE CLOTHING WORKERS’ 


come as under their former hand 
operations.® The best evidence that 
the weekly pay envelope is fuller than 
it used to be is that even after a 10% 
deduction is made, for the benefit of 
those of the original 800 who have 
not been placed either in the union 
factory or in other plants, the amount 
remaining is customarily more than 
it was formerly. And in view of the 
fact that work is much steadier, in- 
come on an annual basis is consider- 
ably enhanced. Not only are earnings 
maintained at a higher level, but, in 
addition, the terms of the contract with 
Hart, Schaffner and Marx are carried 
out in such a way as to leave some- 
thing which can be credited toward the 
Amalgamated’s original investment, 
which was in excess of $75,000. 

Enough evidence has been presented 
to indicate that this new development 
in the Amalgamated’s varied activities 
has so far worked out in the hoped- 
for manner. What is taking place 
does not constitute a complete busi- 
ness: the union assumes no respon- 
sibility for marketing. But the omis- 
sion of this important attribute of 
the typical concern which manufactures 
clothing in no way detracts from the 
accomplishment. As a matter of fact, 
some of the individuals most intimately 
involved in the management of the 
factory are largely responsible for the 
establishment of a retail clothing store 
located in the downtown section of 
Milwaukee. The Amalgamated itself 
has no connection with this store, 


* The piece rates yield an average of between 91 and 
g2 cents an hour, with the actual time worked 
averaging 40 hours. Examination of the wage data 
discloses that, generally speaking, the women workers’ 
earnings are substantially below those of the men. 
The majority of the women earn less than $30 per 
week, but some of them receive more than $40 per 
week. At first there was some difficulty due to poor 
time-keeping, especially among certain of the married 
women, but this has been reduced to a minimum. 
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which is organized under the Con- 
sumers’ Cooperative Law of Wisconsin 
and with which individuals outside 
the factory are prominently identified. 
But the lack of relationship between the 
union factory and the store, which 
receives none of its merchandise from 
the factory, does not prevent some of 
those interested from looking ahead 
to the time when the contract with 
Hart, Schaffner and Marx may come 
to an end. 

A consideration of importance is, 
however, that the union members in 
Chicago who, as long as the Adler con- 
troversy was alive were willing to have 
clothes made in Milwaukee which 
would normally be part of their work, 
may, with a termination of the dispute, 
ask for the return of this work to Chi- 
cago. If for any reason the contract 
with Hart, Schaffner and Marx expires, 
there would be a problem of taking care 
of the workers in this efficiently func- 
tioning factory, the demand for the 
product of which would thereby be cut 
off.? But the clothing store with others 
similarly organized (the one existing 
store, successful though it has been, 
could absorb only a fraction of the 
factory’s production), through supply- 
ing an outlet for the factory, offers a 
possible solution. 


Conclusions 


Final emphasis needs to be placed 
upon two considerations in connection 
with the establishment of the Amalga- 
mated’s factory. They involve mat- 
ters which should not be forgotten in 
the contemplation of more far-reaching 
but at the same time more remote 





7 The writer is assured that there is a definite under- 
standing to maintain the factory on a permanent 
basis. 
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possibilities. One of these is that a 
new weapon has been forged by the 
union to add to its arsenal for use in 
those battles which occur when the 
employer decides that he will have no 
more of collective bargaining. For im- 
mediate purposes, it is this bearing on 
collective bargaining which is of most 
significance. It seems evident that 
clothing concerns which, due to any 
one of various exigencies, should want 
to break with the Amalgamated, will 
regard the probabilities of success in 
their endeavors as materially reduced 
when they realize that the union may 
be in a position to provide jobs for the 
workers in its own plant. Such a 
would-be open shop frequently antici- 
pates, through economic pressure, the 
return as non-union workers of those 
who go on strike or are locked out. On 
the other hand, the demonstration of 
the union’s ability to operate an indus- 
trial unit should further stimulate the 
present strong tendency to look to the 
union for aid in solving production 
problems. But whether the benefits 
to collective bargaining arise from fear 
on the part of some firms, or, on the 
part of others, from a keener realization 
of the positive gains consequent upon 
closer relations with the union, benefits 
there indubitably are. 

A second consideration worth empha- 
sizing is the part played by Hart, 
Schaffner and Marx. It may be as- 
sumed that the firm believed the 
arrangement would be “good business.”’ 
But it is just as clear that other influ- 
ences were present in the decision to 
enter into this contract with the Amal- 
gamated. One can surmise that, after 
considerable experience, through de- 
pression as well as prosperity, the 
company has become convinced that 
the union is an essential agency for 
obtaining the best possible results in so 


far as production is concerned—wit- 
ness, for example, the “‘X-Construction 
Plan” —and that only through the exis- 
tence of the union is it possible to main- 
tain a degree of stability in this highly 
competitive industry with regard to the 
important factor of labor cost. Since 
this is the case, officials of Hart, Schaff- 
ner and Marx might have asked them- 
selves: Should not the firm, especially 
if it can do so without financial loss, 
take this step to assist the union in a 
situation where the employer has flag- 
rantly failed to live up to his agreement? 
There was no direct motive to harm a 
competitor, for the competition between 
the two clothing manufacturers was 
negligible. But there was probably the 
motive to serve a warning on others in 
the industry that they owed some 
responsibility to the industry. 

Milwaukee is sufficiently close to 
the Chicago market so that a successful 
breakaway from the union might sup- 
ply courage to those firms in Chicago 
which, for the time being, could think 
of no better way of solving their 
difficulties than by becoming open 
shops. And although the outcome of 
such efforts in the past has almost 
always been’ disappointing, new 
attempts cannot fail to cause some 
disturbance in the market. Further- 
more, it is just possible that Hart, 
Schaffner and Marx was motivated 
by a desire to engage in the Milwaukee 
contract for the purpose of discovering 
the feasibility of further application 
of the same arrangement in its own 
shops. 

Whatever developments may grow 
out of the Amalgamated’s Milwaukee 
factory, immediately or in a future 
farther removed, 1928 marked the 
beginning of an experiment which 
deserves watching. 
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DEPARTMENT-STORE IMPORTING 
By V. A. HOWER 


ing since the World War has 

passed through a stage of expan- 
sion and now seems to be entering upon 
a phase of at least moderate contraction. 
During the last ten years many stores 
have built up expensive foreign organi- 
zations to assist their buyers abroad 
and have embarked upon programs of 
fostering the purchase and sale of 
foreign merchandise in as many depart- 
ments as possible. The motive has 
been to secure additional net profits 
both directly and indirectly. It was 
thought that foreign merchandise be- 
cause of its distinction could be sold 
at a larger spread between its cost 
and selling price than domestic mer- 
chandise, with a resulting direct benefit 
in net profits. The indirect profits 
were supposed to come from the general 
prestige attaching to a store which 
was known to feature imported mer- 
chandise. It was also the theory that 
small assortments of foreign novelties 
scattered throughout the store would 
enhance the value of domestic merchan- 
dise. All these benefits for the large 
majority of stores were soon minimized 
by the fact that many stores had gone 
into the importing business and were 
competing for both profits and distinc- 
tion. Chiefly because of the differences 
in methods of allocating expenses to 
their importations, but in many cases 
also because of excessive purchases, 
stores engaged in price competition 
which eliminated most of their direct 
profits. The fact, too, that so many 
stores were importing merchandise 
lessened the indirect profit from 
distinction. 


[ite since the World import- 





Today, as a result of all this, there 
is a disposition to revalue the benefits 
derived from store importing and to 
consider its future. To many, the 
recent stock-market crash would seem 
to be the explanation for this change 
of attitude, but, for some time pre- 
viously, underlying and important de- 
velopments had been operating to 
change methods of importing, and these 
are certain to continue in the future. 
The first of these is the fact that Ameri- 
can manufacturers of many types of 
merchandise have improved their prod- 
ucts materially so that stores cannot 
find very much foreign merchandise 
which will sell in competition with it. 
The second is that many of the best 
foreign manufacturers are no longer 
waiting for buyers to come over to 
them but are making it possible for 
purchases to be made from their lines 
inthis country. These conditions have 
a tendency to lessen the necessity for 
buyers’ making long and expensive 
trips to Europe and, therefore, to 
reduce direct importing. 

Before enlarging on these points, 
however, we shall outline the present 
methods and organization which enable 
stores to do their own importing. 

Store importing is accomplished by 
sending buyers abroad at suitable times 
to visit European merchandise centers 
and to select items which are considered 
salable at a profit to American clienteles. 
In these European centers, buyers are 
assisted by representatives of their 
own stores who take them to the best 
manufacturers, interpret for them and 
in every way help them to obtain 
what they want in the quickest possi- 
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ble time. We shall describe the mech- 
anism for this procedure in greater 
detail below. 

In the store itself there usually is an 
“Import Department” to foster the 
importation of merchandise and to 
attend to all the details, including 
record-keeping and sometimes even 
the physical handling of foreign mer- 
chandise. <A separate department like 
this is necessary chiefly because cus- 
toms regulations are so complicated 
as to require a specialist to see that 
the merchandise comes from ship to 
store without loss of time and without 
excessive duty payments resulting from 
lack of knowledge of rules. It is also 
advisable to have a separate Import 
Department so as to free executives 
from the details of importing and to 
permit them to concentrate on their 
more important duties, since direct 
importations rarely amount to more 
than 5% of a store’s purchases. ‘The 
function of the Import Department 
is to act as a clearing-house for all 
matters pertaining to importing. It 
assembles facts and figures, so as to 
guide both buyers and executives in 
making plans and decisions on trips; 
it communicates plans, itineraries and 
sailing dates to the European offices; 
and it acts as an intermediary between 
the store and these offices for com- 
munications of all kinds. When the 
merchandise arrives, the Foreign De- 
partment sees to it that no time is 
lost in passing it through the customs 
and through the receiving and marking 
sections to the selling departments. 
in a few stores this department has 
some responsibilities even for promoting 
the sale of foreign merchandise. 


European Office Organizations 


Abroad, department stores are repre- 
sented by branches of their own organi- 


zations, by commissionaires or by a 
combination of both. Paris usually 
is the headquarters. In France, some 
stores also have representatives jn 
Lyons, the silk center, or in Grenoble, 
the glove center. Great Britain js 
usually covered from London, although 
some stores have an additional office 
in Belfast. There are numerous cities 
in Germany in which stores have 
offices, Berlin being the chief; some 
stores have offices also in Frankfort 
for leather goods, Chemnitz for textiles, 
and Pforzheim for jewelry. Practi- 
cally all organizations set up temporary 
offices in Leipzig during the Spring 
Fair. A few stores have offices in 
Vienna but the majority use commis- 
sionaires because the Austrian market 
has not been important enough to 
warrant establishing an office. Italy 
is covered by some stores through an 
office in Florence and by others through 
an office in Milan. Belgium is covered 
from Brussels. 

In each of these offices, whether of 
commissionaires or of stores themselves, 
the organization required to carry on 
all business varies from a single man, 
with a secretary, to a large establish- 
ment such as is commonly found in 
Paris. There, besides the manager, 
we usually find in the organization a 
group of merchandise assistants or 
assistant buyers who work directly 
with the buyers when they arrive 
and who specialize in the merchandise 
of groups of departments. Then, in 
addition, there are clerks handling 
the payment of bills and all records of 
the office, and a force to receive the 
merchandise, to check it with the bills, 
to inspect it to see that it corresponds 
to the orders, and finally to pack and 
ship it to America. In England and 
in Germany most of this handling of 
merchandise is eliminated, and ship- 
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ments are made directly from factories 
to seaports. In most of the other 
countries, however, it is necessary to 
have the merchandise shipped to the 
office, for the purpose both of gathering 
together small shipments into suffi- 
ciently large ones to be economical 
and of detecting frequent variations 
from orders. 

The merchandising activities of the 
foreign office are divided roughly into 
two parts according to season. From 
January until August the offices are 
usually rushed to capacity with a 
large number of buyers in the markets. 
From August until January the offices 
are chiefly concerned with preparations 
for the ensuing year and with following 
up late deliveries and other miscel- 
laneous business. 

The quality of the assistance given 
to buyers by foreign offices depends 
primarily upon the amount of advance 
work done in their foreign markets. 
Part of this work is performed in the 
Fall by revising lists of manufacturers, 
reviewing new lines, seeking out new 
sources, comparing lists with directories 
and looking up manufacturers not in- 
cluded, or writing to chambers of 
commerce and other trade-fostering 
agencies. Manufacturers whose lines 
are not likely to be interesting to stores 
are eliminated. 

This preliminary work is the basis 
for further work when news of the 
buyer’s sailing date is received. Usu- 
ally with this news are included the 
actual buying plans of the buyer. In 
any event, the assistant, who is to be 
assigned to the buyer, makes his 
special preparations, using plans and 
all information at hand and taking 
into account past experience with that 
buyer. So little information usually 
is received about the buyer’s wants 
that foreign offices try to assign the 
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same assistant to him each year so that 
knowledge of the buyer’s requirements 
may be accumulated. The rapid turn- 
over of buyers, however, often defeats 
this end; therefore, it is desirable that 
the plans sent to foreign offices give 
a complete and definite idea as to 
kind, type, price, color, size and all 
specifications of the items wanted by 
the buyer. If special samples are 
wanted, they are carefully described 
and often sketches of them are en- 
closed. Much really constructive and 
creative work is being done by some 
stores as a result of sending very 
carefully prepared plans in advance 
to their foreign offices. 

When the buyer arrives at a foreign 
office, the specific plans made by the 
assistant are reviewed quickly to 
see if they are satisfactory. Then the 
procedure is either to review lines of 
merchandise in the office or to go out to 
manufacturers to see the lines in their 
factories. Usually the day is divided 
into two parts—mornings in _ the 
office and afternoons outside. Most 
buyers find it advisable to spend at 
least a half-day at the start going 
through retail stores to obtain a general 
idea of the new items that may be 
found. In reviewing lines, either in 
the office or outside, the assistant 
buyer acts in a multiple capacity. He 
is interpreter; he is negotiator for both 
prices and deliveries; he is an ad- 
viser to the buyer on the question of 
relative merits of lines; and he often 
is a secretary, recording buyers’ notes 
and writing up orders, although many 
believe that this function can be han- 
dled more advantageously by the buy- 
ers themselves. He also acts as the 
buyer’s manager by organizing his 
work in such a way that as little time 
as possible is lost. In all cases he 
brings the maximum number of new 
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lines to the buyer’s attention in order 
to secure his opinion on them and in 
the hope that he will find something 
new and different. Later he assists 
in computing the total amount of 
orders so that the buyer may see how 
closely he is following his plans. And 
lastly, the assistant notifies other offices 
of the buyer’s expected arrival, so that 
they can meet him and start to work 
immediately. 

Buyers usually work quite closely 
with the office manager, especially 
on such questions as changes in buy- 
ing plans and in itineraries. Changes 
in plans, involving larger expenditures, 
usually require cabled authorization 
from stores. Consultation on changes 
in itineraries is necessary in order to 
avoid congestion in any one office. 

After the buyer leaves the office, the 
assistant is responsible for following up 
all unfinished business. ‘The most im- 
portant problem is to see that orders 
are delivered on time. The assistant 
buyer, too, usually inspects as much 
as possible in order to satisfy himself 
as to its adherence to specifications, 
even though the office has a special 
division for inspecting and following 
up deliveries. The assistant buyer 
himself usually attends to all reorders, 
since he is familiar with the original 
orders. He also is frequently charged 
with the responsibility for buying sam- 
ples of new items that appear after the 
buyer leaves the market. In this way 
duplication with buyers’ purchases is 
eliminated because he knows what 
the buyer has seen and bought. He 
also handles any adjustments in price, 
quality, etc., which arise after the 
merchandise is received in the stores. 


Fashion Service 


In addition to these merchandising 
services that foreign offices provide, the 
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Paris office usually has a fashion service 
for the stores it serves. This may 
consist merely of fashion reports at 
stated intervals or it may consist also 
of the purchase of samples of new 
items from time to time. Usually 
the office has one or more stylists 
resident in Paris to keep in close 
contact with latest developments at 
all times. They attend fashionable 
events, dine in smart places, go to 
the resorts in season and see all the 
important races, observing what fash- 
ions the smart Paris woman has ac- 
cepted. If the stylist is empowered to 
buy samples, she has office hours 
during which she sees the new items 
brought in by various manufacturers 
and she spends much time in wholesale 
showrooms and fashionable retail shops. 
Recently the American manufacturers 
have become so style conscious that 
almost anything the Paris stylists are 
able to pick up has already been im- 
ported and copied. As a result, the 
value of this sampling service has 
declined a great deal, though it is 
probably worth while for some stores 
to keep in close touch with latest 
developments abroad even if they are 
duplicating the efforts of domestic 
manufacturers part of the time. 

The chief sources of fashion informa- 
tion on women’s apparel are the regular 
openings of the Parisian couturiers. 
Most stores send their apparel and 
millinery buyers and even stylists to 
these openings, and buyers and resident 
stylists visit them together. The mil- 
linery season is about two weeks in 
advance of the apparel openings. Hat 
buyers are concerned chiefly with ob- 
taining new ideas, although they must 
buy model hats to gain entrance into 
the model houses. Here, again, Ameri- 
can manufacturers have become so 
efficient during the past few years that 
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it is difficult for buyers abroad to pur- 
chase models which have not already 
been imported and copied. There is 
some buying of hats for resale ata profit, 
particularly from the smaller houses or 
copyists, but those from the important 
houses are usually bought mainly for 
ideas and for copying purposes. 

The dress and coat openings are held 
four times a year. Those in the spring 
and fall, which are the most important 
and most commonly attended, are 
held for approximately two weeks, 
beginning the last week of January and 
the last week of July each year. The 
mid-season openings for the summer 
and winter seasons begin ordinarily the 
last week of April and the last week of 
October, respectively, and also continue 
for two weeks. At these openings the 
chief interest of the apparel buyer and 
the stylist who accompanies her is to 
obtain fashion information. To get 
into the openings, however, the buyers 
must purchase models. Some of the 
prominent houses make it a condition 
in the giving-out of models. This 
condition is not always observed, but 
it shows how great an effort is being 
made to insure the purchase of models 
by those attending. This attitude is 
only reasonable, since it is impossible 
for the houses to sell their ideas, and 
they therefore must make their profit 
by selling their creations. The open- 
ings for American buyers are ten days 
to two weeks in advance of those for 
the European buyers. 

For each of the four openings during 
the year the important houses make 
up new collections of models. Manne- 
quins display these at morning and 
afternoon showings, and buyers take 
notes of the ones which they think 
are most usable. After the showing, 
buyers make appointments with their 
saleswomen to see these models and, 


if still interested, then give their orders. 
All orders for a particular model are 
delivered on the same day to all 
purchasers so that none are favored. 
During the past several seasons a 
number of the most important houses 
have combined and have shipped their 
models directly to America so that all 
of them arrive on the same _ boat. 
This has been done to prevent copying 
in Paris before shipment. The models 
selected by department-store buyers 
usually are not designed for resale, 
since their landed cost varies from 
$300 to $500 each. They are bought, 
however, to illustrate style points of 
color, line, or fabric, or they are 
bought to be copied. American manu- 
facturers, however, attend the same 
openings, buy the best models too, 
and have them copied for themselves, 
so that the importance of department 
stores’ buying models for copying pur- 
poses only has declined greatly. 

During the openings and from time 
to time the stylists cable or mail 
reports to American stores, telling them 
the outstanding items of interest at the 
openings. ‘The stores presumably use 
this information as soon as possible, 
adjusting their stocks and purchasing 
accordingly. 

Although these openings are pri- 
marily for apparel, the important cou- 
turiers have attempted to make them 
important for accessories also. In this 
they have been only fairly successful. 
Their prices are very high, and buyers 
know that they can obtain items 
directly from the manufacturers after 
the openings at much lower prices. 
Moreover, these couturier items are 
copied quickly by both foreign and 
American manufacturers. The most 
value, therefore, attaches to the pur- 
chase of accessories between seasons 
whenever new items come out. 
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With this brief description of the 
present organization and operations 
by which stores conduct their import- 
ing, we turn to a review of the two 
developments mentioned above which 
will affect the future. 


Progress of American Manufacturers 


The first of these developments is 
the clearly defined progress of domes- 
tic manufacturers in usurping markets 
formerly controlled by foreign manufac- 
turers. ‘This tendency is shown in the 
less artistic lines of merchandise such 
as toys, kitchen utensils and hardware, 
and also in the more artistic lines such 
as glassware, china, pewter, lamps, rugs, 
silks, dress goods, jewelry and hundreds 
of other items sold in department 
stores. Buyers, therefore, find their 
problems of securing profitable mer- 
chandise in foreign markets more diffi- 
cult each year. Stores have pushed 
their foreign representatives to the ut- 
most in seeking out new resources, 
new merchandise and better prices. 
In fact, there has been a general com- 
plaint on the part of stores that their 
foreign representatives have not been 
sufficiently industrious in seeking new 
merchandise for them. Part of this 
complaint may be justified, but the 
truth is that most of their difficulties 
arise primarily from the fact that the 
improvement of domestic items has 
made it more difficult to find foreign 
goods which can be sold competi- 
tively ata profit. Gradually item after 
item is being taken from the list of im- 
portations and being added to the list of 
domestic purchases of buyers. ‘This 
is not true of all stores uniformly, for 
the luxury type of merchandise shows 
less encroachment on the part of domes- 
tic manufacturers than the lower-priced 
merchandise. Also, there are some 
departments in which the nature of 


the merchandise is such that it prob- 
ably always will be imported in large 
quantities and perhaps will become 
increasingly, rather than decreasingly, 
important. Examples of such lines 
are women’s gloves, handkerchiefs, lin- 
gerie, linens, some kinds of men’s 
and children’s clothing and accessories, 
stationery, leather goods and other 
items. Among department stores as 
a whole, however, there is this definite 
trend away from importations toward 
domestic merchandise. 

To make adjustments for this de- 
velopment, there are several courses of 
action that should be taken. First, 
most department stores should not 
enlarge their buying facilities or in- 
crease their expenses abroad, but rather 
should plan for some retrenchment. 
Second, to obtain all possible profits 
from the importing that still can be 
done profitably, stores will be obliged 
to improve the performance of both 
their buyers and offices in foreign mar- 
kets. Buyers’ plans must be improved 
through greater study of past per- 
formance and profits accruing. These 
plans, moreover, must be communi- 
cated more promptly and more com- 
pletely to the European offices so that 
they can be held strictly responsible 
for their share of the work on them. 
Third, buyers should be encouraged to 
capitalize more fully the great possi- 
bilities of creating new and different 
merchandise abroad where production 
in many lines is still secured by hand 
labor. This requires advance prepara- 
tion, study, originality and imagina- 
tion. Some of the ablest buyers today 
are taking with them on their trips 
abroad sketches, designs and specifica- 
tions for items which they are to have 
created for them by European manufac- 
turers. In addition they have selling 
plans to enable them to capitalize 
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these creations to the fullest extent 
and to produce the greatest possible 
net profits. Fourth, stores in the fu- 
ture cannot be interested in securing 
prestige merchandise or decorations 
for their departments to the same ex- 
tent as formerly. Rather, they must 
be interested in securing decorations 
and useful items for the homes and 
wardrobes of their customers. In gen- 
eral they must concentrate on vol- 
ume items much more than on wide 
assortments of a few items each or 
on the individual expensive pieces 
which usually do not sell at a profit. 
They should leave this kind of store 
embellishing to the proper store agency, 
namely the display department. Fifth, 
stores should not continue to send 
buyers abroad to purchase much less 
than $12,000 to $15,000 total foreign 
cost ($25,000 to $30,000 landed) be- 
cause the buyers’ travelling expense 
spread over smaller totals is excessive. 
The only exceptions to this practice 
are when buyers are making their first 
trips or when they obtain fashion in- 
formation, models for copying purposes, 
or other benefits from the trip that 
justify their expenses. 

The European offices, for their part, 
will be obliged to increase their knowl- 
edge of store requirements and cooper- 
ate more closely in working out the 
improved plans. They must assume 
responsibility for more intensive mar- 
ket research in order to discover new 
merchandise for their stores, and they 
must work in closer cooperation with 
manufacturers to obtain their best 
efforts in creating merchandise accord- 
ing to buyers’ ideas. As intermediaries 
between the American public and Euro- 
pean manufacturers, moreover, they 
must assume more responsibility for 
adjusting foreign merchandise to the 
taste of the American public. It is 


well known, for example, that the hand- 
work of European peasants is exquisite 
and intrinsically beautiful, but Ameri- 
can taste requires that this beautiful 
work be done more sparingly on each 
piece of merchandise than the European 
taste demands. If, therefore, Euro- 
pean offices can teach the producers 
of this handwork to modify it according 
to American standards of greater sim- 
plicity, both will be benefited. No 
doubt, too, there is much merchandise 
in Europe still unknown in American 
department stores which, with slight 
alteration, could be imported profit- 
ably. If this merchandise can be 
found, and if all operations can be 
improved, it seems reasonable to believe 
that store importing will gradually 
reach a profitable level; those items 
which Europe can produce most ad- 
vantageously will be bought abroad 
and those which America can produce 
will be bought in domestic markets. 


Growing Number of Lines of 
Imported Samples in America 


The second development affecting 
store importing is also gradually mak- 
ing itself felt; more foreign manufac- 
turers each year are making it possible 
for buyers to select their foreign mer- 
chandise in New York or even in the 
sample-rooms of their own_ stores. 
Some of the European manufacturers 
are sending salesmen periodically to 
cover the larger cities of the United 
States, others are establishing branches 
in New York, others have agents, and 
still others have commissionaires. In 
all of these ways the number of foreign 
lines which can be purchased in Amer- 
ica is increasing each year. ‘This is a 
natural development towards intensi- 
fication of sales effort on the part of 
foreign manufacturers and it may be 
expected to continue. 
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The advantages of buying from sam- 
ples in this country are numerous. 
Perhaps the most important one is 
that buyers are not obliged to leave 
their departments for extended tours in 
Europe but can make their selections 
quickly and return to their stores. 
Again, they are not likely to make 
so many mistakes in their purchases, 
because they can compare their im- 
ported samples with domestic merchan- 
dise moreaccurately. Inaddition, they 
can make their selections without the 
influence of the often-deceptive back- 
ground of Europe. This is important, 
for many a buyer has viewed his 
European purchases in the receiving- 
room of his store with perplexity and 
wonder at his own departure from 
sanity, without realizing perhaps how 
different the items appeared in their 
foreign setting. There is a further 
advantage in the fact that buyers in 
New York can deal with representatives 
of foreign manufacturers directly and 
make their arrangements on a basis 
of delivery in New York just as 
they do with domestic merchandise. 
This arrangement eliminates many 
difficulties and misunderstandings. 

On the other hand, there are disad- 
vantages to buying foreign merchandise 
in this way. First, the number of 
imported lines in this country is still 
only a fraction of those that can 
be seen abroad. Moreover, manufac- 
turers cannot always keep all of their 
samples in America because of the 
expense involved. In addition, there 
is always the possibility that the stores 
will be obliged to pay higher prices for 
their importations bought in this way; 
although it is often true that importers 
can land merchandise in New York, re- 
imburse themselves for their work, and 
still sell the merchandise to the stores 
at prices lower than those at which the 











stores can land the same items through 
their own organizations. It is quite 
likely, too, that if stores could deter- 
mine all the expenses of sending buyers 
abroad, they would find them in excess 
of the charges made by importers for 
their services. 

Perhaps the most important disad- 
vantage of this method of buying, 
however, is the fact that it is less 
satisfactory to deal with representatives 
than with the manufacturers them- 
selves. This is especially important 
with foreign merchandise, because 
buyers require so many changes in 
items to adapt them to their needs. 
Moreover, European merchandise, be- 
cause of its greater amount of hand- 
work, can be made up especially for 
buyers, and this can be done much 
better through dealing with the techni- 
cal factory men than with their repre- 
sentatives. Again, importers’ lines can 
be bought by any one in America 
unless stores devise some method of 
obtaining exclusive rights. This takes 
away the much-desired quality of foreign 
merchandise, distinction and exclusive- 
ness. The importance of this factor, 
however, is lessened somewhat by the 
fact that it is extremely difficult today 
for any one store to obtain items which 
have not also been purchased by others 
through some channels. 

In spite of these very valid objections 
to buying from sample lines in New 
York, this development is proceeding 
apace and must be taken into account; 
stores should capitalize rather than 
oppose or ignore it. Unfortunately, 
some stores are unintentionally but in 
effect actually opposing it. In the 
first place, because many buyers like 
to make foreign trips, they do not 
interest themselves particularly in fur- 
thering a practice that would eliminate 
these trips. Moreover, many stores 
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make a charge, for foreign-office ex- 
penses on foreign items purchased in 
this country, which acts as a deterrent 
to buyers, because their competitors 
without this arbitrarily added expense 
can undersell them. The removal of 
this charge, therefore, would take away 
at least one important obstacle to buy- 
ing foreign merchandise in this country. 
In addition, under existing procedures, 
many New York offices of stores find 
it disadvantageous to give attention 
to this type of buying, because they 
are not given credit for purchases made 
in New York from imported lines; it, 
therefore, is not to their interest to 
make any unusual efforts to bring 
foreign lines to the attention of buyers. 
This second deterrent to buying im- 
ported merchandise in this way could 
be easily remedied by giving full credit 
to New York offices for purchases 
from imported lines and by encouraging 
them to make an active study of import 
resources. 


The Need of Well-planned Methods 
and Policies 


A third deterrent is the fact that 
stores frequently do not adjust their 
plans and methods to the require- 
ments of buying through foreign manu- 
facturers’ agents in New York, but 
attempt to follow the methods success- 
fully used with domestic manufacturers. 
The principle of hand-to-mouth buying, 
for example, is so firmly entrenched 
in the minds of all executives and 
buyers that to plan and predict require- 
ments as far ahead as is necessary for 
this method of securing imported mer- 
chandise is difficult. Moreover, many 


a buyer, who will make and carry out 
satisfactory plans for placing orders 
in foreign markets, fails entirely to 
adjust plans so as to enable him to 
place his import orders in this country 
sufficiently early to secure deliveries. 


The results are that he frequently 
does not have foreign merchandise 
in stock when needed, and the entire 
method is discarded. Stores might 
remedy this by recognizing the dif- 
ferences and by adjusting policies so 
as to encourage buyers to make full use 
of the services given by those foreign 
manufacturers who make their lines 
available in this country. Moreover, 
it would seem advisable for stores to 
make a study, department by depart- 
ment, of the following points: 


1. What European manufacturers’ lines 
are available in New York? 

2. Which of these European manufac- 
turers sell also to buyers abroad? 

3. Where there is duplication, how do 
prices obtained by each method compare? 

4. If stores decide not to send buyers 
abroad, what special prices or service con- 
cessions can be obtained on European mer- 
chandise purchased in this country? 

5. What kinds of desirable European 
merchandise are not available in America? 

6. Is it possible to have buyers’ ideas 
developed and produced through negoti- 
ations with New York representatives or is 
direct contact with factories in Europe 
essential? 

7. Can new items be obtained as quickly 
through New York representatives as 
through visits of buyers in Europe? 


It seems reasonable to believe that a 
thorough study of this kind would 
provide profitable information. 

All of this emphasis given to the 
buying from European lines made 
available in New York should not 
be misconstrued to indicate belief that 
stores should immediately increase their 
importations in this way. It is merely 
to point out the fact that in many 
instances stores are not availing them- 
selves of good opportunities to secure 
imported merchandise at low cost, 
but, on the contrary, have policies 
which tend to prevent buyers from 
making purchases of this kind. It is 
suggested that stores look into the ques- 
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tion and make sure that buyers are 
enabled and encouraged to purchase 
on a fair basis from imported lines 
in this country as well as abroad. 
In some instances it probably will 
be good policy for stores to continue 
to discourage purchases from foreign 
lines in this country, in order to increase 
purchases abroad and to decrease the 
percentage of expense applied to mer- 
chandise. In most instances, however, 
the correct policy seems to be one 
that will encourage buying foreign 
merchandise wherever it can be done 
most advantageously and to adjust the 
expenses of European offices in accor- 
dance with the amount of business 
that can be done through them. In 
short, the guiding factor should be 
net profits to the store, for foreign 
offices in themselves are desirable only 
as a means to that end. 

A discussion of store importing would 
be incomplete without mentioning the 
tariff, because of its direct effect on 
the amount of merchandise that can 
be imported profitably. Although it 
is impossible to predict with any 
certainty whether revisions over the 
next few years will be made upward 
or downward, it would seem fairly 
safe for stores to assume that there 
will be few reductions. Good policy, 
therefore, would dictate the adjust- 
ment of all plans on the basis of present 
or higher duty rates. Stores, however, 
should be watchful and study any 
changes immediately to determine the 
effect they will have on any items 
imported, so that all possible favorable 
changes can be turned to a profit. 


Conclusion 
Regardless of tariff changes, however, 
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and in view of the developments which 
have been taking place during the 
past decade, it seems reasonable to 
conclude that, for the next ten years, 
direct importing by department-stores 
is facing a general readjustment to 
lower volume. American manufactur- 
ers can be expected to continue the 
improvement of their product and 
therefore to replace many lines of 
foreign merchandise with domestic. 
Foreign manufacturers, too, can be 
expected to continue to intensify their 
sales efforts by bringing their samples 
across the Atlantic to department-store 
buyers, or by establishing agents in 
New York. Although this will have a 
tendency to increase the total amount 
of foreign merchandise of some types 
sold in department stores, it will reduce 
the importance of buying offices in 
Europe, and it will have a tendency to 
lower the total amount of direct im- 
portations. Some stores may expand 
their direct imports because they have 
not hitherto reached their possibilities 
in foreign markets, but the majority 
seem to face problems of adjusting 
their present importing to these condi- 
tions. They, moreover, must become 
more efficient themselves and they 
must increase the efficiency of their 
European offices. If this can be done, 
department stores can expect to con- 
tinue buying some types of merchandise 
abroad and to obtain some types of 
imported merchandise in this country 
from representatives of foreign manu- 
facturers. They should not, however, 
expect to secure more than a reasonable 
return in profits from this merchandise, 
for the extraordinary profits of former 
years, if they ever really existed, 
seem definitely a thing of the past. 
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TESTING ADVERTISING 
By MABEL TAYLOR GRAGG 


HE enormous sums spent for 
" severtising and the consequent 

large volume of probable waste 
justify the increasing attention being 
paid to the possibility of scientifically 
testing advertisements and methods 
of presenting advertisements. 

Since the beginning of the century, 
efforts have been made scientifically 
to evaluate advertising, either for the 
purpose of selecting specific advertise- 
ments or procedure for specific cam- 
paigns, or with a view to formulating 
basic laws governing the effectiveness 
of the several advertising elements. 
These have been the two general objects 
of advertising tests. Interest in the 
systematic testing of advertising has 
come from two directions. On the 
one hand there have been those pri- 
marily concerned with advertising, 
either as practical men or more usually 
as teachers of advertising, and on the 
other hand, there have been investi- 
gators whose primary interest was in 
psychology. As for the advertisers 
themselves, the validity of the various 
testing methods used has been as whole- 
heartedly accepted by some as it has 
been denied by others. 

The advertising elements which most 
frequently have been the subject of 
tests are: size, position on the page 
or in the advertising medium, ap- 
peals, color, headlines, type, illustra- 
tions, lines and borders, layout, and 
repetition. Repeated efforts have been 
made to measure the effect of each of 
these elements in isolation. The tests 
applied have taken a variety of forms, 
but the methods of testing may be 
summarized under four heads: the 


method of field investigation; the his- 
torical method; the _ business-return 
method; and the laboratory, or psycho- 
logical, method. 


Methods of Testing Advertising 


The field-investigation method in the 
sense meant here consists briefly either 
in making observations of various 
habits, such as those of attention and 
reading, of persons under actual living 
conditions, or in obtaining from persons 
by interview or mail questionnaire 
statements as to their opinions, pref- 
erences, knowledge or habits with 
respect to the advertisements or the 
advertising elements to be tested. 
H. M. Donovan in 1924, for example, 
used the questionnaire method to deter- 
mine the familiarity of high-school 
students in Philadelphia with brand 
names,! and Scott sent a questionnaire 
to a large number of advertisers and 
advertising agencies in an effort to 
determine the relative value of space in 
segregated sections of magazines and in 
sections next to reading matter;? Scott 
also undertook to observe students and 
others while they were engaged in 
reading magazines, in order to gauge 
their reading habits with reference to 
advertising material.2 The Corning 
Glass Works, in preparing its adver- 
tising campaign for 1926, conducted a 
field investigation in order, among 
other things, to discover the best 
appeal to use. Investigators visited 
2,482 houses to ask the housewives 


Phila- 





1Donovan, H. M., Advertising Response. 
delphia: J. B. Lippincott Company, 1924. 

2Scott, Walter Dill, The Psychology of Advertising. 
Boston: Small, Maynard & Company, 1921, pp. 311, 
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why they used Pyrex products. Sixty- 
one per cent gave as their reason the 
better baking qualities of Pyrex. The 
company consequently used this as its 
chief appeal in 1926. The field-inves- 
tigation method, no doubt, also is used 
in a small way by many advertising 
men who make a practice of trying 
their ideas out on their friends and 
associates. It is not a method that 
has been used widely by persons wish- 
ing to make scientific measurements of 
advertising effects. 

The historical method, as the name 
implies, consists in an analysis of 
advertising trends as shown by actual 
advertisements that have been used. 
The assumption on which this method 
apparently rests is that whatever is 
used commonly and with increasing 
frequency over a period of years tends 
to be right. Kitson, for example, in 
his book Scientific Advertising, says, 
“In employing the historical method 
we assume that the practices which 
have persisted over a period of years 
have probably been of value. We 
infer that those firms which did not 
follow these practices did not make 
enough money to enable them to con- 
tinue to advertise or that those firms 
which did continue to advertise dis- 
covered the difference between value- 
less and valuable practices and adopted 
the latter.”* Kitson by the historical 
method studied trends in size of adver- 
tisements, headlines, size of type, use 
of borders, development of art forms, 
use of color, use of pictures of people, 
and position of advertisements on the 
page and in the magazine. ‘Typical of 
his findings are the statements that 


8 Merrick, R. F., “This Survey Led to Copy that 
Doubled Pyrex Inquiries,” Printers’ Ink, July 8, 1926. 
‘Kitson, Harry Dexter, Scientific Advertising. 
New York: Codex Book Company, Incorporated, 


1926, p. 3. 
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the average height of headlines used in 
full-page advertisements appearing in 
Collier’s from 1911 to 1920 was 12.9 
millimeters, and that in 1910 only 10% 
of the advertising space in the Literary 
Digest was devoted to full-page adver- 
tisements. Starch has made similar 
studies. He states, for instance, that, 
in 1881, 37% of the full-page advertise- 
ments in standard magazines contained 
headlines of five words or less, whereas 
in 1909, the percentage was 87, and 
that “in 1890 and earlier, about 15% 
of the full and half page advertisements 
contained either irrelevant headings or 
irrelevant illustrations; about 5% used 
both. Today, less than half as many 
advertisements use irrelevant ma- 
terial.”® Scott also has made use of the 
historical method. The New York 
University Bureau of Business 
Research, moreover, published a bulle- 
tin in 1923, Mortality Rate Among 
Magazine Advertisers, based on the 
historical method of research. It was 
found, for instance, that ‘‘most firms 
who discontinue magazine advertising 
are firms in which the average yearly 
expenditures are relatively low.” 
These are merely examples of the use of 
the historical method. 

The business-return method of test- 
ing advertising involves a consideration 
of the actual achievements, in the way 
of sales or inquiries, of particular 
advertisements and methods of pre- 
senting advertisements. It may take 
the form of an analysis of the advertise- 
ments that have produced the best 
results over a period of years, or it 
may take the form of a test campaign 
to determine which of several proposed 
advertisements are most satisfactory. 
This latter method, of test campaigns, 

*Starch, Daniel, Principles of Advertising. New 
York: McGraw-Hill Book Company, Inc., 1923, 
PP- 495, 500. 
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apparently has come into fairly com- 
mon use. For example, the Larvex 
Company, which manufactures a prep- 
aration for protection against moths, 
in addition to its main campaign of 
newspaper advertisements, each year 
runs one or two sample newspaper 
campaigns in extensive areas to deter- 
mine whether in the next year one of the 
sample campaigns might not be pref- 
erable to use as the main campaign.® 
Frank Seaman Company, Incorporated, 
to cite another example, conducted a 
sales test for the purpose of selecting 
an advertising appeal for Kolynos 
tooth-paste.?. The decision rested be- 
tween a tooth-protection appeal and a 
health-protection appeal. Four adver- 
tisements for each type of appeal were 
prepared, and each advertisement was 
run in the newspapers of a different 
city. A careful check was kept on 
retailers’ sales of Kolynos tooth-paste 
before and during the test. As a con- 
trol, moreover, a similar check was 
made of sales in four cities in which no 
test advertisements were run. 

The method of analyzing advertise- 
ments which have proved the best 
sales or inquiry getters over a period, 
no doubt, is generally followed by all 
those companies which have, or think 
they have, a basis for judging the 
effectiveness of the individual adver- 
tisements. Mail-order companies in 
particular have been able to discover by 
careful records of requests made for 
catalogs and of sales the type of adver- 
tisements that for their purposes prove 
most effective. Shryer, for instance, 
by a careful system of keying and 
records made various interesting dis- 


* Cole, Roland, “How Larvex Tests its Copy a Year 
\head,” Printers’ Ink, May 24, 1928. 
Giellerup, S. H., “Let’s Stop Guessing about 


Advertisements,” Advertising and Selling, October 31, 
1928. 
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coveries about the advertisements that 
were most effective in selling his corre- 
spondence courses. He found, among 
other things, that the small classified 
advertisement was the most effective; 
he also found that the number of 
inquiries received per insertion de- 
creased with each successive showing 
of an advertisement. The Gordon- 
Van Tine Company, another mail-order 
firm, has made detailed statistical 
analyses of its advertising on the basis 
of inquiries received.® From an analy- 
sis of the advertising returns over a 
14-year period, the company has deter- 
mined, for its own business, the 
influence on inquiries received of the 
seasonal factor, of the size of space 
used, of the frequency of insertion, of 
the mediums used, and of several other 
important elements in the advertising 
situation. 

For companies other than those 
doing a mail-order business, the prob- 
lem is more complicated, and, what- 
ever systematic analyses of advertising 
returns individual companies may have 
made, little has been published. 
Many non-mail-order companies are 
convinced that analyses of the inquiry 
or sales returns of their advertisements 
are totally impractical; they place 
little confidence in the significance of 
inquiries, and judge it impossible to 
trace sales to specific advertisements. 
Some work along the line of analyzing 
advertising returns for other than 
mail-order companies has been done, 
nevertheless. 

Freyd, for instance, analyzed the 
coupon returns, during a period of 


8Shryer, W. A., Analytical Advertising. Detroit, 
Michigan: Business Service Corporation, 1912, pp. 


77, 179. , 
Falk, A. T., “Analyzing Advertising Results,” 


HARVARD BUSINESS REVIEW, January, 1929, and April, 
1929. 
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six or seven years, from the magazine 
advertising of seven manufacturers dis- 
tributing their goods nationally through 
drug and grocery stores."° The object 
of the analysis was to discover the 
most economical type of insertion. On 
the basis of the elaborate statistical 
computations that he made, Freyd 
found the following ranking to hold 
for cost per insertion and number of 
returns per insertion, the type of 
insertion with the lowest cost and 
lowest returns being listed first: half- 
page, black and white; two-thirds 
page, black and white; full-page, black 
and white; color page; back cover. 
In cost per inquiry, however, the rank- 
ing was one-half page, black and white; 
two-thirds page, black and white; back 
cover; full-page, black and white; color 
page. 

The most extensive analysis of adver- 
tisements in relation to their business 
effectiveness, however, is that made 
by Starch in 1927. That analysis 
was based on over 3,000,000 inquiries 
received from 2,339 advertisements 
during a four-year period.'' By group- 
ing advertisements that were the same 
as to some specific characteristic, such 
as size, and then comparing the inquiry 
returns for the different groups, Starch 
arrived at various interesting conclu- 
sions. He concluded, for example, that 
the “‘advertisements brought replies 
very nearly in proportion to their 
size, although the smaller sizes had 
a slight advantage’; that “‘advertise- 
ments inserted on right-hand pages 
brought 14.1% more replies than 
similar advertisements inserted on left- 
hand pages”’; and that “colored adver- 


10 Freyd, Max, “The Analysis of Keyed Returns,” 
HARVARD BUSINESS REVIEW, April, 1926. 

"Starch, Daniel, 4n Analysis of Over 3,000,000 
Inquiries Received by 98 Firms from 2,339 Magazine 
Advertisements, 1927. 
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tisements brought 56.7% more replies 
per 100,000 of circulation than black 
and white advertisements of similar 
size and character.” 


Laboratory Methods 


The laboratory or psychological 
method of testing advertising is the 
one that has been most extensively 
used, and it is this method that is 
chiefly responsible for the general con- 
clusions stated on scientific grounds 
with respect to what constitutes effec- 
tive advertising. It is typical of the 
laboratory method to seek by mechani- 
cal means to isolate single elements 
in the advertising situation and to 
measure those elements. The mea- 
sures ordinarily are relative and not 
absolute; that is, one thing is found 
to be either more effective or less 
effective than something else. Various 
means of making these relative mea- 
surements have been employed.’* The 
following are the most common: the 
order-of-merit method, the recall method, 
the recognition method, the association 
method, and the eye-fixation method. 

The order-of-merit method has been 
widely used. By this method selected 
subjects are asked to arrange given 
advertisements or other exhibits in 
the order in which those exhibits 
seem to the subjects themselves to 
have merit of a stipulated kind; i.e., 
to be persuasive, attractive or some- 





12 Poffenberger, Albert T., in the appendix to his 
Psychology in Advertising, Chicago, A. W. Shaw Co., 
1925, lists the following psychological methods: 
Association Test Method, Correlation Method, 
Direct Impression Method (Voting Method), Direct 
Observation Method, Discrimination Test Method, 
Distraction Method, Historical Method, Order-of- 
Merit Method (Preliminary Grouping), Order-of- | 
Merit Method (Group Order), Paired Associates 
Method, Paired Comparisons Method, Questionnaire 
Method, Reading Test Method, Recall (Pure) 
Test Method, Recall (Aided) Test Method, Rating | 
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Scale Method (Scale of Values Method), Recognition 
Method, Tachistoscope Method. 
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thing else."* Hollingworth’s much- 
talked-of ranking of “‘abstract” ap- 
peals is an example of the use of the 
order-of-merit method." Hollingworth 
wrote up in brief form 50 appeals refer- 
ring to no commodity in particular. 
Each of these appeals was typed on a sep- 
arate sheet and given to 30 Barnard Col- 
lege womenand 20Columbiamen. One 
of the appeals read as follows: “‘Sani- 
tary—This is the only sanitary IF3 
on the market. Put up in germ-proof, 
dust-proof, hermetically sealed pack- 
ages, and made of strictly pure and 
unadulterated ingredients.” Each of 
the 50 persons used in this test was 
asked to arrange the appeals “in an 
order of merit,—according to their 
persuasiveness, that is, according to 
the degree in which they make you 
desire the article or convince you of 
its merit.”” The ten best appeals, in 
order of persuasiveness, as concluded 
from this test were: Health, Cleanliness, 
Scientific, Time Saved, Appetizing, Effi- 
ciency, Safety, Durability, Quality, 
and Modernity. It was Hollingworth’s 
contention that with this ranking of 
the 50 abstract appeals any advertiser 
could find the appeal that would be 
most effective for his business by read- 
ing down the list and choosing the 
first appeal that was applicable. Simi- 
lar rankings of abstract appeals have 
been made by Adams, Starch, and 
others.!® 


“Franken, Richard B., advocates use of another 
method, which he calls the direct impression method, 
in place of the order-of-merit method, when large 
numbers of things are to be rated. By the direct 
impression method, those taking the test rate each 
thing independently, as good, bad, or indifferent. 
See “Advertising Appeals Selected by the Method of 
Direct Impression,” Journal of Applied Psychology, 
1924, Vol. 8, pp. 232-244. 

_'* Hollingworth, Harry Levi, Advertising and Selling. 
New York: D. Appleton and Company, 1913, p. 259. 

* Adams, H. F., Advertising and Its Mental Laws. 
New York: The Macmillan Company, 1916. Starch, 
Principles of Advertising, 1923. 
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The order-of-merit method has been 
used more commonly for ranking ap- 
peals for specific products. Poffen- 
berger, for example, had 117 women 
and 89 men “representing educated 
people from several sections of the 
United States” arrange 15 appeals 
for soap in “order of strength.” 
The same thing has been done for 
breakfast food, clothes, shoes, nails, 
typewriters, jewelry, vacuum cleaners, 
pianos and other commodities."” 

Several advertisers have made use 
of what amounts to the order-of-merit 
method to select appeals or whole 
advertisements for specific campaigns. 
S. H. Giellerup of the Frank Seaman 
Company, Incorporated, for instance, 
used this method in testing copy for 
Pro-phy-lac-tic products. Arrange- 
ments were made with selected con- 
sumers living in various parts of the 
country whereby for a small considera- 
tion they indicated their preferences 
as to headlines, appeals or whole adver- 
tisements sent them by the agency." 

Other uses of the order-of-merit 
method have been to rank colors and 
to determine the feeling tone of lines. 
In one case, 500 subjects were asked to 
select from among a series of lines 
shown them the ones having most 
merit as a means of expressing specified 
feelings.” A line made up of slowly 
descending curves, for example, was 
found to be most expressive of sadness; 
whereas a line made up of rapidly 
rising angles was most expressive of 
agitation. 

The recall method has been used to 
determine the memory or attention 
value of particular advertisements or of 
elements in advertisements. Subjects 


6 Poffenberger, op. cit., p. 90. 
1” Adams, op. cit., p. 148. 

18 Giellerup, S. H., op. cit. 

19 Poffenberger, op. cit., p. 369. 
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are shown or are permitted to look 
at selected advertisements or exhibits, 
and then are asked to recall all that 
they remember having seen. Starch, 
for example, located a group of 142 
people all of whom had read a recent 
issue of a certain magazine, and then 
asked them to recall all the advertise- 
ments they remembered having seen.” 
On the basis of the frequency of recall 
of the different advertisements, he 
drew various conclusions as to the 
relative value of different sizes of 
insertions and as to the relative value 
of color, and of black and white. 
Adams in an experiment to determine 
the attention value of size and repeti- 
tion used cards ruled off into six equal 
sections.” In each section a square 
of color appeared, each color being 
different and of a different size. 
Enough cards were used so that each 
color appeared in each size and in 
each position. This was done in order 
to make the results depend on size 
and repetition and not on color. One 
hundred and seven subjects were shown 
each card and then asked to recall 
the colors they had seen. ‘The number 
of times a color was mentioned first 
was taken as the index of attention 
value. Another test made by means 
of the recall method is Gale’s test of 
the attention value of relevancy and 
irrelevancy.**? For one part of this 
test Gale used 10 made-up advertise- 
ments in each of which appeared 2 of 
the following: a relevant cut, an irrele- 
vant cut, a relevant headline, an irrele- 
vant headline. These advertisements 
were shown to subjects, seated in a 
darkened room, by means of electric- 

20 Starch, Principles of Advertising, p. 558. 

2! Adams, “‘Further Experiments on the Attention 
Value of Size and Repetition in Advertisements,” 
Journal of Applied Psychology, Vol. 11, pp. 483-489. 


22 Gale, Harlow, On the Psychology of Advertising. 
Minneapolis, 1900. 
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light flashes (the flashes were thought 
to give the effect of turning pages). 
After a flash, each subject told what 
he was able to recall about the adver- 
tisement. From a comparison of the 
number of times the relevant and 
irrelevant elements were recalled, Gale 
judged their relative attention value. 

The recognition method of testing 
differs from the recall method only in 
that, instead of being asked to recall 
as much as they can of things previously 
seen, subjects are given those things 
mixed with additional similar material 
and are asked to select the material 
they recognize as having been among 
that previously shown them. Often 
this method is used in combination 
with the recall method. Starch, for 
instance, after making the recall test 
cited above, applied the recognition 
test in addition. In an experiment 
made by the Association of National 
Advertisers to discover the effect of 
repetition on the value of advertise- 
ments of different sizes, use was made 
of the recognition method.** Adver- 
tisements of 144 firms that had ap- 
peared in LEverybody’s Magazine in 
I9II were made up into four sets 
resembling standard magazines. Quar- 
ter-page, half-page and full-page adver- 
tisements were used and were arranged 
in the four sets in such a way as to 
provide various combinations of situ- 
ations, such as that of firms using full 
pages and advertising in each of the 
four issues, firms using quarter pages 
and advertising but once, and so on. 
The advertisements were shown to 
selected subjects at the rate of one a 
second, the four sets being shown at 
monthly intervals. A month after the 
last showing, the advertisements used 
in the test were mixed with similar 


% Association of National Advertisers, Size and 
Frequency of Advertisements, Bulletin No. 4, 1913- 





1 i ah tinea: > elem. 


| re rene Se oe ye 





nought 
ages). 
| what 
adver- 
of the 
t and 
|, Gale 
value. 
resting 
nly in 
recall 
riously 
things 
aterial 
aterial 
among 
Often 
nation 
h, for 
ll test 
nition 
‘iment 
tional 
ect of 
ertise- 
made 
\dver- 
d ap- 
ne in 
- sets 
Quar- 
idver- 
anged 
as to 
- gitu- 
g full 
yf the 
pages 
oO on. 
m to 
one a 
wn at 
er the 
used 
milar 
ize and 
13. 


Narra sie hme ol 


“See 


oa i a 

















advertisements and the subjects were 
asked to select the ones they had pre- 
viously seen. Innumerable other tests 
have been made by these methods. 

In the advertising field the associa- 
tion method has been used chiefly to 
determine brand familiarity. In tests 
conducted by that method, the experi- 
menter says a word or displays an 
object, and the subjects are required 
to respond with the first association 
or the first association of a particular 
kind that comes to their minds. The 
experimenter names a commodity, for 
example, and the subjects are asked to 
respond with the first brand of that 
commodity that they think of. In 
some tests of this kind the reaction 
time, that is, the time elapsing before 
the subject responds to the stimulus, 
is noted as well as the association 
finally given. 

The eye-fixation method of testing 
advertisements is less commonly used 
than the other methods described. 
Nixon, however, has made some inter- 
esting experiments by that means.*4 
In one experiment he fitted up a booth 
in a store window on a busy New York 
City street. The booth was so ar- 
ranged as to conceal the operator but 
permit him to observe the eye reactions 
of persons looking into the window. 
In one part of this experiment pairs 
of advertisements differing essentially 
only as to use of color, use of illustra- 
tion, or some other factor were dis- 
played, and exact records made of the 
direction and length of the eye fixations 
of persons who stopped to look into 
the window, the eye fixations being 
taken as an index of attention value. 

Other laboratory methods of testing 
advertisements have been used, but 





a Nixon, Howard Kenneth, An Investigation of 
Attention Value to Advertisements. New York: Colum- 
bia University Press, 1926. 
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most of them are merely variations of 
these four methods. Users of each 
of these methods, moreover, resort to a 
variety of means for isolating the 
elements to be measured and for con- 
trolling the variables in the situation. 
By far the greatest number of the 
laboratory tests have been in universi- 
ties, with students as the subjects. 


Are There Laws of Advertising? 


In any consideration of the merits 
of advertising tests it is important 
to recognize the two distinct objects 
for which such tests are conducted. 
One of these objects, as previously 
stated, is to select advertisements or 
methods of presentation for a specific 
campaign. The other is to develop 
general rules that can be used for 
guidance in the preparation of any 
advertising program. For the first of 
these objects any one of the methods of 
test previously described, under intelli- 
gent management, certainly is better 
than no test at all. The comprehen- 
siveness of the tests must be conditioned 
of course by the funds available and 
by the importance of the campaign 
involved. The best results probably 
can be obtained by the business-return 
method, through the actual running 
of various advertisements in selected 
test areas. If this is done, the impor- 
tance of controlling the situation in 
such a way as effectively to isolate 
the factors to be tested can not be 
too much emphasized. 

The vital point at issue, however, 
is not whether advertisements for spe- 
cific campaigns can well be selected 
on the basis of tests, but whether basic 
laws of advertising effects can be dis- 
covered. Even at best the advantages 
of the tests for specific campaigns 
are limited. Since the advertisements 
and methods of presentation that can 
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be tested must necessarily be relatively 
few, the test merely means the selection 
of the best of several choices, none of 
which may approach maximum efficien- 
cy. The necessity for conducting tests 
for each new campaign might also be 
obviated in large part if basic general 
laws could be discovered. 

The experiments that have been 
made bear witness to the existence 
of a belief that advertising can become 
a science; that advertising effects are 
governed by laws and not by chance; 
and that those laws, whatever they are, 
can be discovered and formulated for 
practical application. This theory is 
supported by the trend of psychological 
findings with respect to human action. 
As it becomes more and more apparent 
that people in the mass can be depended 
upon to act in a given way under 
given conditions, in other words, as a 
science of human behavior is developed, 
the elusive “personal factor,” that 
at one time seemed to prohibit attempts 
to formulate general laws concerning 
a matter so dependent on the personal 
factor as advertising, ceases to look so 
formidable. 

In spite of this beliefin the uniformity 
of advertising effects, it seems dubious 
whether the efforts that have been 
made to discover laws have met with 
success. This lack of success can be 
induced from the fact that there has 
been little real agreement among inves- 
tigators as a whole. Perhaps the law 
that has been stated most frequently 
and with the greatest assurance is 
the so-called ‘“‘square-root law,” to 
the effect that the value of advertising 
space varies as the square root of the 
area and not directly asthearea. Even 
this conclusion, however, has been as 
thoroughly contradicted as it has been 
upheld, many investigators holding 
that the value of an increase in space 
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is at least fully proportionate to the 
amount of the increase. There is, in 
fact, scarcely a conclusion of one inves- 
tigator that has not been contradicted 
by the findings of other investigators of 
equal standing. This may mean that 
after all it is impossible to arrive at 
general laws or tendencies which would 
enable one to forecast within reasonable 
limits the effect of given advertise- 
ments, or it may merely mean that no 
adequate steps have yet been taken to 
discover the rules. 

The field-investigation and historical 
methods of testing, as described in an 
earlier section, can be discarded as 
being obviously inadequate for the 
purpose in view. With the method 
of field investigation, in the sense in 
which that term is used here, it is 
impossible to isolate any one factor so 
as to determine its specific influence. 
The method relies, furthermore, upon 
the ability of persons to appraise the 
causes of their actions and to make 
accurate reports of their habits and 
reactions. This, it scarcely need be 
pointed out, is an ability that is rarely 
possessed. Ask a person what adver- 
tisement or what element in an adver- 
tisement really was most influential 
in inducing him to make a certain 
purchase, and he may tell you truth- 
fully what he thinks the important 
factor to have been. But it is ex- 
tremely unlikely that he will think 
correctly. The task of self-analysis 
is much too difficult for the average per- 
son. The field-investigation method 
unquestionably is useful in finding out 
what people like or do not like, or 
what people do or do not do; that is, 
it is useful for the collection of factual 
material, but when it calls for analysis 
on the part of the persons interviewed, 
its results probably can not be relied 
upon. 
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The historical method, for its part, 
can be used to show significant trends, 
but it is naive to believe that in a new 
and rapidly developing field like adver- 
tising the mere fact that the trend is in 
the direction of a certain usage proves 
the correctness of the usage. These 
two methods of testing advertising 
without doubt can make contributions 
to the subject, but in themselves they 
do not seem adequate means of getting 
at the basic rules of advertising 


effectiveness. 


Is the Laboratory Method Satisfactory? 


This leaves the laboratory or psycho- 
logical method and the business-return 
method. As for the specific laboratory 
tests that have been made of adver- 
tising, they are open to endless criti- 
cism. In the first place they have 
been limited almost entirely to college 
and university groups. This may not 
invalidate the results for general appli- 
cation, but on the other hand it may. 
There is nothing to prove that it does 
not. Then also, the number of sub- 
jects used in any particular test has 
been small, varying from half a dozen 
to several hundred in a few instances. 
Usually less than a hundred subjects 
have been used. This again may not 
invalidate the results, but on the 
other hand it does not per se inspire 
confidence. 

Most of the tests, furthermore, seem 
to have some serious defects in them- 
selves. Some seem faintly ludicrous. 
Take Gale’s test of the relative atten- 
tion value of relevant and irrelevant 
cuts and words. As explained above, 
in order to measure “‘relevancy” apart 
from any complicating factors, he used 
a series of made-up advertisements in 
each of which two of the four elements 
to be tested appeared without any 
other material. In some, for example, 
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he used a “relevant” cut and “rele- 
vant”? words, in others he used an 
“irrelevant” cut and “‘revelant”’ words, 
and in still others he used an “‘irrele- 
vant” cut and a “relevant” cut. In 
an advertisement of this latter type, 
for instance, the “irrelevant”? cut was 
of a man’s head while the “‘relevant” 
cut was of a filing cabinet. Inasmuch 
as nothing else appeared in the adver- 
tisement, and the commodity adver- 
tised might as reasonably have been 
**Slikum” as files, it is a little difficult 
to understand why one cut was any 
more relevant than the other. Yet on 
the basis of the number of times his 
subjects were able to recall the various 
elements in his advertisements, Gale 
concluded that relevant cuts and irrele- 
vant cuts have approximately equal 
attention value and that relevant words 
have a somewhat higher attention value. 

The tests made by Hollingworth, and 
others, of the relative value of appeals 
as such, apart from any particular 
commodities, also are open to very 
obvious criticism. Not only was the 
phrasing of the appeals artificial and 
misleading, being sufficient in itself 
to determine the rankings given the 
various appeals, but the underlying 
theory, that because an appeal is most 
effective for one commodity it also 
will be most effective for any other 
commodity to which it reasonably can 
be applied, seems utterly untenable. 

A defect found in most of the tests 
of the recall value of advertisements, 
furthermore, is that mention of any 
part of the advertisement has been 
given equal importance with recall 
of the firm or brand name, although 
it is evident that the effectiveness 
of an advertisement in impressing upon 
readers an irrelevant illustration or 
phrase is a poor measure of its practi- 
cal value to the advertiser. Criticism 
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of specific tests might be continued 
indefinitely, but little would be gained 
by such a discussion. The real ques- 
tion is whether the laboratory method 
can be used satisfactorily in the search 
for general rules relating to advertising. 

That certain things can be measured 
with exactitude in the psychological 
laboratory needs no proof. It is pos- 
sible definitely to establish, for example, 
which of given colors or shades will 
best attract the eye under given condi- 
tions, or which will be recalled most 
readily after having been seen. It is 
possible to determine which of various 
type-faces are most legible and what 
is the effect of size on attention. It is, 
in fact, possible to determine a great 
many things like these with conclusive- 
ness. But when this has been done, a 
very real difficulty becomes apparent. 
That difficulty is to know just what 
is the significance of the findings. 
A certain color or a certain type of 
illustration may be shown to have a 
much higher “recall” or “‘ recognition” 
value than other colors or types of 
illustrations under the laboratory con- 
ditions of test. Will it necessarily 
have the highest “recall” or “‘recogni- 
tion”? value under conditions of actual 
use, since the test conditions never 
can exactly duplicate the conditions 
of use? In order to isolate the factor 
t» be tested, the laboratory investiga- 
tor has either to devise special exhibits 
or at least to set up special conditions. 
For this reason there is always room 
for the question as to whether his 
findings can be carried over bodily 
to other situations. 

Nor is this the only limitation of the 
laboratory method of testing advertise- 
ments. The things which it is possible 
to measure with validity in the labora- 
tory have to dowith attention, memory, 
perception and association, and not 
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directly with action. Consequently, 
not only is it impossible to know 
whether the findings made under arti- 
ficial conditions of test will hold true 
under other conditions, but also, even 
if this be assumed, it is impossible to 
know the significance of the findings 
from the point of view of action, 
For the specific relation of attention, 
memory, association and perception 
to action is not known. Because one 
advertisement has a higher “attention 
value” than another advertisement, or 
better “memory, association and per- 
ception values,” does it necessarily 
follow that the first advertisement will 
be the more successful in its practical 
sales work? It may seem logical to 
suppose so, but if what seems to be 
logical can be taken at face value, no 
tests are needed. In short, although 
the laboratory investigator may be 
able to establish certain attention, 
memory, perception and association 
values, he can not know that his findings 
will hold good under actual conditions of 
use or, even if they should do this, what 
the effect would be in terms of action. 

Laboratory experimenters have come 
the nearest to measuring the “action 
value” of advertisements through use 
of the order-of-merit method, whereby 
selected subjects are asked to rank 
the advertisements in the order in 
which they would be influential in 
inducing the subjects to buy. Here 
the rankings given are substituted 
for the actual sales or inquiry returns 
used in the business-return method. 
Numerous objections have been raised 
to the order-of-merit method, the most 
common being that it is artificial 
and that the subjects tend to give 
the rankings they think they should 
give rather than the true rankings 
based on their own reactions. In spite 
of these objections there is evidence 
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available tending to show that there 
is a reasonably high correlation between 
the results obtained by this method 
and the actual sales or inquiry results 
obtained. The Frank Seaman Com- 
pany, Incorporated, for example, be- 
fore conducting the sales test for 
Kolynos tooth-paste as previously de- 
scribed, had more than 100 consumers 
rank the advertisements to be used 
in the sales test. During that test 
records both of inquiries and of sales 
were kept. The results showed that 
“the series of advertisements which 
brought 65% more sales, brought 44% 
more inquiries and was rated by con- 
sumers 63 % higher.’’®® 

For use in selecting specific advertise- 
ments or advertising elements, espe- 
cially in cases where the more expensive 
test campaigns can not be undertaken, 
the order-of-merit method may well be 
of assistance if properly conducted. 
Individual companies with inquiry or 
sales records for specific advertisements 
could afford to experiment with the 
relation between those records and 
order-of-merit rankings with a view to 
making use of that method for the 
selection of specific advertisements in 
the future. To use this method in 
getting at the underlying rules of adver- 
tising, however, would be cumber- 
some. Innumerable rankings would 
have to be made, and the larger the 
number of items to be ranked the less 
reliance could be placed on the arrange- 
ment. Moreover, there is the insur- 
mountable difficulty that the validity 
of the results for practical application 
could be indubitably established only by 
resort to the business-return method. 


The Business-return Method 


Compared with the task which the 
laboratory method seeks to perform, 


* Giellerup, S. H., op. cit. 


121 


the task of the business-return method 
is simple. The laboratory investigator 
starts with a mass of material concern- 
ing the merits of which he knows 
nothing; whereas the investigator using 
the business-return method starts with 
his task half done. He knows the 
relative merits of the complete adver- 
tisements at his disposal. His task 
is merely one of analysis. He has 
to determine what specific factors in 
the advertisements were responsible 
for their success or failure. But he 
does not have to find out first which 
advertisements were good from a practi- 
cal point of view and which were poor. 
The laboratory investigator on the 
other hand has either first to find out 
which advertisements as a whole are 
good and which poor, and then, having 
arrived at the point from which the 
business investigator starts, to analyze 
them to discover the influence of the 
individual factors; or else he has to 
approach the problem from the other 
end and take the individual elements 
out of their natural settings in order 
to observe them in isolation. In the 
one case he has no assurance that the 
rankings he has given the complete 
advertisements bear a close correlation 
to their practical achievements; and 
in the other case, if he takes the 
separate elements out of their natural 
settings, he has no assurance that his 
findings will hold true when the ele- 
ments are combined with other elements 
for use. 

This does not mean that laboratory 
methods of testing are valueless. It 
would seem to indicate, however, that, 
if it is possible to obtain the actual 
inquiry or sales results of advertise- 
ments, the business-return method of 
testing would prove both more simple 
and more sound. With that method 
the good can be separated from the 
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less good on the only basis that as- 
suredly has validity for the advertiser, 
namely, the practical achievements of 
the advertisements. From then on the 
problem is a statistical one, depending 
upon the proper tabulation and sorting 
of the material. 

This is assuming, of course, that in- 
quiry returns can be depended upon, 
since it is seldom possible accurately to 
trace sales to specific advertisements. 
The validity of inquiries as a measure of 
advertising effectiveness is a vigorously 
controversial issue, and there would be 
little profit in restating the arguments 
on either side. There does, however, 
seem to be a fair measure of agreement 
to the conclusion that the higher the 
sales value of a keyed advertisement the 
greater the number of inquiries that it 
will bring. The reverse of this practi- 
cally no one holds to be true. Ad- 
vertisements that deliberately sacrifice 
every other interest to the coupon inter- 
est naturally will bring inquiries out of 
proportion to their sales value. It 
seems reasonable to believe, however, 
that such advertisements readily can be 
detected and hence excluded from any 
analyses that might be made. 

The business-return method of test- 
ing advertisements, whatever its merits, 
has been little used on a large scale. 
Starch’s Analysis, in fact, seems to be 
the only substantial effort that has been 
made to use that method. For his 
analysis Starch obtained a valid quanti- 
ty of data. It is unfortunate, however, 
that he did not make fuller use of his 
material. Starch apparently believes 
very strongly in the principle of com- 
pensating influences. ‘The assumption 
upon which his conclusions appear to be 
based is that, in measuring one element 
in ladvertisements the other elements 
which might influence the results nat- 
urally will be so fairly distributed as to 
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set up a balance among themselves and 
so not influence the net result. For 
example, in determining the effect of 
size of advertisements evidently the 
only precaution Starch took to avoid 
undue influence from extraneous factors 
was to use only those advertisements 
“‘which placed approximately equal em- 
phasis upon the securing of a response.” 
Using those advertisements, he tab- 
ulated the returns for the various sizes 
and assumed that difference in size was 
responsible for the difference in number 
of inquiries. Inasmuch as no effort was 
made to see that the advertisements as 
grouped by sizes were equal as to 
appeals, headlines, use of color, com- 
modities advertised, time of showing or 
other factors, it is impossible to know 
whether the inquiry returns of the 
various sizes were the result of their 
sizes or of the influence of various of 
these extraneous factors. It very well 
may be that the probably greater use of 
color in full-page advertisements than 
in advertisements of other sizes had 
fully as much influence on the results as 
size had. Starch goes on to compare 
two-page color advertisements with 
one-page color and with back-cover ad- 
vertisements, apparently without es- 
tablishing any control over the other 
variables in the situation, and so on 
with his other comparisons. It may be 
that Starch controlled the variables to a 
greater degree than is made evident in 
the report of his findings. In any 
event, no criticism of the business-re- 
turn method of testing advertisements 
is intended, since it is possible, by rel- 
atively simple statistical means to set 
up adequate control of the variables 
and so to be certain that a single factor 
is being tested. 

One valuable finding made by Starch 
in his Analysis is that there is a close 
agreement between the ability of ad- 


im 


poem 





an See ees | 2 






es and 
For 
fect of 
ly the 
avoid 
factors 
‘ments 
al em- 
onse,”’ 
2 tab- 
$ sizes 
Ze Was 
umber 
rt was 
nts as 
as to 
com- 
‘ing or 
know 
f the 
their 
ous of 
y well 
use of 
_ than 
s had 
ilts as 
mpare 
with 
er ad- 
It eS- 
other 
sO on 
ay be 
$ toa 
nt in 
any 
$$-Te- 
nents 
y rel- 
oO set 
ables 
actor 


tarch 
close 


f ad- 





yertisements to pull inquiries and to 
make sales. Assuming that the data he 
secured as to sales resulting from the 
various advertisements are reliable, this 
finding does much to strengthen the be- 
lief that the number of inquiries pro- 
duced by an advertisement is a fair 
measure of its value. If this is true, the 
business-return method of testing, or 
analyzing, advertisements holds great 
promise for those who are interested in 
discovering and formulating general 
laws governing the effectiveness of ad- 
vertisements. Suppose, for example, 
that a very large number of represen- 
tative advertisements for which the 
inquiry productiveness is known are di- 
vided into groups so that all the 
advertisements in each group are iden- 
tical in every major respect except that 
of size; if, when this has been done, it 
appears that consistently in allor in most 
of the groups half-page advertisements 
are substantially more than twice as ef- 
fective, measured by cost per inquiry 
produced, as full-page advertisements, 
the greater economy of half-page space 
would seem to be pretty firmly estab- 
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lished. There might, on the other 
hand, be no consistent trend, in which 
case it would be apparent that generali- 
zations with respect to the influence of 
size were unwarranted. Whatever the 
results of the analysis, they necessarily 
would be of value either in indicating 
general rules or in indicating that there 
are no general rules that can be relied 
upon. 

Such an analysis as is suggested here 
could not, obviously, be the work of one 
advertiser. It necessarily would need 
to be based on the advertising results of 
a large number of companies. 

The question might be raised, of 
course, as to whether, if general rules of 
advertising effectiveness were discov- 
ered and widely applied, any advertiser 
under the improved conditions would 
have a net advantage. The question 
savors somewhat of sophistry, however. 
In any event even a general rule re- 
quires interpretation and application, 
and the shrewd and intelligent ad- 
vertisers, as ever, would have a net ad- 
vantage as well as an absolute gain 
through the reduction of waste. 





ERRATA—Vouvume VIII 


Page 169, first column, near bottom: 
“hundreds of thousands” 


to read: 


“hundreds or thousands” 


Page 499, first column, first paragraph 
conclusion to read: 

“The conclusion is obvious that under circumstances 
in any degree approaching this situation, the dealer has 
no incentive to promote the sale of airplanes actively and, 
on the contrary, has every incentive to subordinate the sale 
of airplanes to his other activities.” 


(The italicized words unfortunately were omitted.) 




















MECHANIZATION IN INDUSTRY 
By F. J. ROETHLISBERGER 


ANY divergent opinions pre- 
M dict the inevitable consequences 

which will follow the ever-in- 
creasing mechanization of industry. 
There are the “‘ prophets of light”’ who 
foresee a millenium of greater opportu- 
nity for freedom and leisure. ‘There are 
the “prophets of doom” who only 
can forecast a rapidly approaching 
destruction and disaster. Each opin- 
ion is supported by an _ irrefutable 
logic which nevertheless remains uncon- 
vincing to the staunch supporters of 
the opposing point of view. In the 
extreme positions one is inclined to 
suspect an unconscious desire to conceal 
facts which are disagreeable to face. 
For among many of the optimists 
(sometimes confused with idealists) 
one seems to detect a too-transparent 
longing to escape their gloomy fore- 
bodings, while among some of the pessi- 
mists (sometimes confused with realists) 
there seems to be a similar compen- 
satory attempt to disguise their tender- 
minded expectations. 

Above this din and clatter, it is 
particularly welcome to review three 
books in which an attempt is made 
to assess the facts. Each of the authors 
has at least this to be said in his favor, 
that is, he has a penchant for concrete 
facts and for a logic that is piecemeal 
rather than wholesale. The books will 
be reviewed in the order in which this 
inclination is apparent. 

In Men and Machines‘ the author 
attempts to make a statistical survey 
of the machine age, to discriminate 
the effects which are manifestly good 


1 Men and Machines, by Stuart Chase. New York: 
The Macmillan Company, 1929. 354 pp., $2.50. 
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from those which are manifestly bad, 
to distinguish them from those effects 
which may be more dubitable and 
thereby to avoid any wholesale denuncia- 
tion or wholesale praise. His approach 
seems to be to take each count which 
has been made against the machine, 
to break it up into smaller and more 
specific questions and then to assess 
these by means of statistics. 

With regard to robots, the loss of 
handicraft skill, the flood of cheap 
goods in the market, social standardiza- 
tion and unemployment, the author is 
inclined to believe that the gloomy 
prophets have overstated their case. 
Let us take, for example, the case of 
robots. Only 5 million out of a 
total population of 125 million, that 
is, less than 5%, can be said to be 
engaged in work that is monotonous 
and repetitive. If we compare this 
with the situation in Greece during 
her supremacy, with a 70% slave 
population, the indictment against the 
machine seems to be less severe. When 
it comes to the question of determining, 
however, exactly what is happening, 
physiologically and psychologically, to 
this 5%, the facts become more scarce 
and statistics seem to be less conclusive. 

The author undermines the bogey 
of social regimentation, that is, the 
common assumption that Western civili- 
zation is becoming rigorously stand- 
ardized. Standardization, in the first 
place, does not result from the machine. 
It is a social fact which can be found 
in any society. Compared to the rigid 
standards promoted by ancestor wor- 
ship in China, the Church in mediaeval 
Europe and the caste system in India, 
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the standards promoted by the Machine 
Age appear as standards of “infinite 
variety and perpetual change.” In 
fact, the machine is the destroyer of 
standards. Its culture is rooted in 
restlessness and remorseless change. 
Standards which are created today 
are destroyed tomorrow. And from 
standards which do not last out the 
season, we have nothing to fear. 

With regard to the dangers arising 
from mechanized warfare, the growing 
complexity of mechanical specialization 
and the drain on natural resources, 
the outlook appears less bright. These 
are the three leaning towers which 
some day may collapse and bring about 
a mortal crisis. ‘The author compares 
machine organization to a central ner- 
vous system with no protecting auto- 
nomic nervous system, so that any 
severance may bring about devastating 
effects and a major catastrophe. 

The author shows us that things 
are not so bad as they seem. His 
optimism is reached by distinguishing 
those dangers which lie inherently in 
the structure of machine civilization 
from those which merely arise from 
lack of intelligent control. After this 
distinction is made there are only two 
defects which remain. One is the 
danger of over specialization, that is, 
the danger which arises because of 
our dependence for basic necessities 
on mechanical processes which only 
a few technicians understand in detail. 
The second is that mechanization, 
no matter how automatic it may 
become, demands the perpetuation of 
a small robot class-—a small group 
which must be crucified to the machine. 

On the whole the book makes inter- 
esting and provocative reading. The 
question remains, however, whether 
or not Mr. Chase has succeeded in 
totally avoiding the error of his philo- 
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sophical confréres. There is no ques- 
tion that he has accumulated a number 
of interesting facts on his statistical 
jaunt. But perhaps he might have 
scrutinized more carefully the questions 
which he wished his statistics to illumi- 
nate. Are they not still philosophical ? 
The book resembles too much the 
elementary philosophical student’s 
attempt to determine whether or not 
the universe is teleological or mechanis- 
tic by “facts.”’ One suspects that 
the questions need to be restated more 
carefully if they are to be answered 
by facts. At the level of analysis in 
which he proceeds, might not data be 
found to answer either side? 

In De Man’s investigation of joy 
in work,? we have an enterprise more 
specific and less polemical. The general 
question which he raises is whether 
or not the acceptance of mechanical 
production involves a necessary renun- 
ciation of joy in work. This, of course, 
raises the more specific question of 
just what effects the favorable and 
unfavorable attitudes of the worker 
toward his work. The facts in this 
case are taken from seventy-eight bio- 
graphical reports supplied by wage 
earners and salaried employees of both 
sexes in various parts of Germany. 
It is unfortunate that in the English 
edition the condensed reports on 
the worker’s feeling toward his work 
have been omitted. Nevertheless the 
author’s commentary on these reports, 
which comprises the English edition, 
is amply supplied with relevant 
illustrations. 

The author starts with the hypothesis 
that there are no positive factors which 
favor joy in work; there are only 
inhibitive factors. A positive satis- 


2 Joy in Work, by Henry De Man. New York: 
Henry Holt and Company, 1929. 224 pp., price, 
$2.50. 
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faction from work is a primitive demand 
which the individual makes of his 
environment. It can be subdivided 
into primitive instinctive gratifications, 
such as the instincts of play, activity, 
constructiveness, curiosity, self-asser- 
tion, etc. Unless there be hindrances, 
these instincts will naturally find expres- 
sion. ‘They can not be created; they 
can only be facilitated by determining 
what in the environment impedes their 
fulfillment. 

It is unfortunate that the writer 
becomes entangled in the psychology 
of instincts. It makes the first part 
of his book, which is largely speculative 
and theoretical, much weaker than the 
second part of his book, where he 
adheres more closely to the material 
he obtained from the workers. It is 
doubtful if, otherwise, he would have 
considered the love of mastery and the 
need of subordination as two instinctive 
predispositions rooted in the sex life 
rather than as neurotic symptoms. 
But on the whole one can not help 
but be sympathetic with the author’s 
position that joy in work emerges from 
a total situation rather than as a bal- 
ance reached by an arithmetical summa- 
tion of positive and negative elements. 

The author considers the inhibiting 
factors to joy in work under three 
headings: (1) Technical Hindrances 
(2) Intra-occupational Hindrances and 
(3) Extra-occupational Hindrances. 
Under the first heading he considers 
such questions as detail work, repetitive 
work, monotony and fatigue. Under 
the second is considered the effect 
which working conditions within the 
plant have upon the attitude of the 
worker. But as De Man points out, 
all the psychological difficulties of 
industrial life do not arise within the 
framework of the industry. The rela- 
tion of the worker to his work is 
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affected by things which happen outside 
of the workshop. Under the third 
heading he considers these extra-occy- 
pational hindrances, taking up such 
questions as (1) the permanent alloca- 
tion to a lower class, (2) insecurity of 
livelihood and (3) conventional dis- 
paragement of manual labor. Much 
of the material treated under the last 
two headings applies more specifically 
to the social, economic and industrial 
conditions in Germany rather than the 
United States. Buta similar technique 
could be used to investigate conditions 
in any country in so far as they affect 
the relation of the worker to his work. 
It is unfortunate that in his jast heading 
he does not consider the relation of the 
worker’s immediate personal situation 
to his work. 

If a summary conclusion could be 
made to this book, it would be to the 
effect that, if the present workers at 
machine production are as yet unable 
to derive complete satisfaction from 
their work, the hindrances to be over- 
come are not so much technical as 
social. Or, to put it into other words, 
that such manifestations as repetition, 
detail work and the separation of 
thought from bodily performance which 
machine-labor seems to imply as a con- 
sequence, far from being mere technical 
hindrances to joy in labor, have their 
roots in psychological social problems 
which can not be solved by such a 
simple formula as “man versus ma- 
chine.” In this connection it might 
be interesting to cite one observation 
made from the concrete analysis of 
the workers’ reports. The writer says 
“to put the matter epigrammatically, 
we may say that the worker regards as 
his worst enemy, not the machine, 
but the boss. Among the causes for 
distaste for work, the social causes 
predominate over the technical, and 
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among the social causes, the most 
important is the disciplinary subordina- 
tion of the worker. In the seventy- 
eight reports, thirty of the writers 
expressly declare that the pressure 
exercised on them by the hierarchy 
of the enterprise has been the main 
cause for their distaste in work.” 
This conclusion bears out experiments on 
supervision being made in this country 
by the Western Electric Company. 

In the opinion of the reviewer the 
book is quite decidedly tinged with 
the class ideology of the European 
mind. Karl Marx is still a bogey 
which must be banished into limbo 
before one can confine his attention 
to the study of the industrial situations. 
The author seems to be too anxious 
to show that his data in no way sub- 
stantiate his worst fear, namely, that 
the cause for the worker’s distaste 
in his work may be rooted in capitalism. 

The third book® bears little resem- 
blance to the other two books, either 
in content or in approach. It does not 
concern itself with the question of 
mechanization, either in general with 
regard to its social implications or in 
particular with regard to its effect 
on the attitude of the worker to his 
work. The reviewer has included this 
book in his list because it presents a 
fresh point of view on the question of 
workers’ attitudes which may in the 
end have a relevant bearing on the 
raised by 


many vexing problems 
the preceding two writers. Anderson 


accepts modern industrial conditions as 
he finds them. He disregards the 
common and naive assumption that 
the chief thing which the worker has 
on his mind is his immediate work or 
its more remote social significance. 
His facts are acquired neither from a 


"Psychiatry in Industry, by V. V. Anderson. 
New York: Harpers, 1929. 


364 pp., price, $4. 
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statistical survey nor from a question- 
naire analysis but from a_ personal 
interview with the worker himself. 
He would probably agree with De Man 
that the worker’s attitude toward his 
work is not completely conditioned by 
the nature of his particular task but 
that the social conditions under which 
it is performed have a good bit to do 
with it. But he raises a further ques- 
tion. What about the personal situa- 
tion of the worker? Does not this 
have some bearing on his attitude? 
Is there not something in the psycholog- 
ical make-up of the individual which 
contributes to the favorable or unfavor- 
able relation he has to his work? In 
any dissatisfaction with one’s job, are 
there not two elements to be analysed: 
(1) that part which arises from the 
nature of the mob and (2) that which 
arises from within theindividual? This 
latter part has its roots in the personal 
history of the individual. It is that 
part which he carries with him on any 
job in the form of unhealthy mental 
preoccupations, inferiority feelings, anx- 
iety states, fears, hatreds, superstitions, 
prejudices, moods and obsessing rever- 
ies. It is this element which Ander- 
son’s studies reveal as having an 
important bearing on job failures and 
job successes. 

In Psychiatry in Industry, Anderson 
gives a very interesting account of the 
material he has gathered and the 
procedures he has adopted during four 
years of study of the personnel problems 
of a large New York department store. 
Its usefulness to personnel workers in 
any field will lie in its concrete method 
of approach in handling human prob- 
lems. The reviewer feels that more 
material of this sort is necessary if one 
is to evaluate more skilfully and to illu- 
minate more directly our complex mod- 
ern industrial panorama. 











BOOKS RECEIVED 


Industrial Structure 
of New England. (Domestic Com- 
merce Series No. 28.) Washington: 
Government Printing Office, 1930. 
591 pp. $1.30. 

Batperston, C. C. Group Incentives— 
Some Variations in the Use of Group 
Bonus and Gang Piece Work. Phila- 
delphia: University of Pennsylvania 
Press, 1930. I71 pp. $2.50: 

Bancs, Joun R. Industrial Accounting 
for Executives. New York: McGraw- 
Hill Book Company, Inc., 1930. 449 
pp. $5. 

BarNnES, Inston R. Public Utility Control 
in Massachusetts. New Haven: Yale 


ARTMAN, CHARLES E. 


University Press, 1930. 239 pp. $3. 
Coons, ArtHur G. The Foreign Public 
Debt of China. Philadelphia: Uni- 


versity of Pennsylvania Press, 1930. 


251 pp. $3. : ; 
DowriE, GEorRGE WILLIAM. American 
Monetary and Banking Policies. New 


York: Longmans, Green and Com- 
pany, 1930. 401 pp. $3. 

Evy, Ricnarp T. Outlines of Economics. 
(Fifth Revised Edition) New York: 
The Macmillan Company, 1930. 868 


_ pp. $3. 
Farrcuitp, F. R., Furniss, E. S., and 
Buck, N. S. Elementary Economics. 


(Revised Edition) New York: The 
Macmillan Company, 1930. Volume 
I, 609 pp. $2.50. Volume II, 663 
pp. $2.75. 

Ferenczi, Imre. Kontinentale Wanderun- 
gen under die Annaherung der Volker. 
Jena: Gustav Fischer, 1930. 50 pp. 
Paper cover. 

FINKELSTEIN, HerMAN N. Legal Aspects 
of Commercial Letters of Credit. New 
York: Columbia University Press, 
1930. 390pp. $7.50. 

Fisher, Ernest M., and Nermuss, Marvin 
L. Problems of Long-Term Leases. 
Ann Arbor: University of Michigan, 
1930. 73 pp. $I. 

Gautt, Epcar H. Monthly Standards of 
Performance for Department Stores— 
1928-1929. Ann Arbor: University of 
Michigan, 1930. III pp. $1. 


128 


GerisH, Epwarp F. Commercial Structug 
of New England. (Domestic Commerce 
Series No. 26.) Washington: Govern. 
ment Printing Office, 1929. 323 pp, 
95¢. 

Gop.ey, Epwin A., and Kayuin, Atex. 
ANDER. Control of Retail Store Opera. 
tions. New York: The Ronald Press 
Company, 1930. 458 pp. $6. 

Gropinsky, Juxius. Railroad Consolida- 
tion. New York: D. Appleton and 
Company, 1930. 332 pp. $3.50. 


Howarp, Stantey Epwin. The A BC of 
Accounting. Princeton: Princeton 
University Press, 1929. 302 pp. $3. 


Kester, Roy B. Accounting Theory and 
Practice. Volume I. (Third Edition 
Revised and Enlarged) New York: 
The Ronald Press Company, 1930. 
835 pp. $4. 

Krart, Cari, and STARKWEATHER, Louis 
P. Analysis of Industrial Securities. 
New York: The Ronald Press Com- 
pany, 1930. 307pp. $5. 

Lee, Vircit P. Principles of Agricultural 
Credit. New York: McGraw-Hill 
Book Company, Inc., 1930. 405 pp. 


$4. 

Lonc, W. Ropney. Railways of South 
America. Part III: Chile. Washing- 
ton: Government Printing Office, 1930. 
373 Pp. $1.30. 

LytLe, CHartes WaLtTerR. Wage Incen- 
tive Methods. New York: The Ronald 
Press Company, 1929. 457 pp. 
$7.50. 

Mazur, Paut M. America Looks Abroad. 
New York: The Viking Press, 1930. 
299 pp. $3. 

MicHevBacHer,G. F. Casualty Insurance 
Principles. New York: McGraw-Hill 
Book Company, Inc., 1930. 709 pp. 


>° 

Morris, Ray. Railroad Administration. 
(Second Edition, Revised and Largely 
Rewritten by William E. Hooper) 
New York: D. Appleton and Com- 
pany, 1930. 215 pp. $3.50. 

OsTROLENK, BERNHARD. The Economics 
of Branch Banking. New York: Harper 
& Brothers, 1930. 209 pp. $3.50. 








Structure 
»m merce 
Govern- 


323 pp. 


, ALEx- 
¢ Opera. 
ld Press 
). 
ns olida- 
on and 
.50. 

BC of 
rinceton 
Pp. $3. 
ory and 
Edition 

York: 

1930. 


., Louis 
curittes. 
is Com- 


cultural 
aw-Hill 
405 pp. 


South 
‘ashing- 


e€, 1930. 


Incen- 
Ronald 
7 PP: 


Abroad. 
, 1930. 
surance 
aw-Hil 


tration. 
argely 
looper) 


Com- 


Harper 
.50. 





